
THE FINANCES OF PUBLIC ENTERPRISES 


UPfl LIBRARY 


Professor V.V.Ramanadham 
Oemanla University 


y.^r 

9f LIBRARY \ V 
|a Cat fltj 
T>e&>y' 


Indian Institute of Public Administration 
New ielbi \'.'V 

; ,; ; y. 1961. '& 



the same 


Author 


M. 

1 • Indian Railway Finance 

2* Rationalised Road Transport Services in Hyderabad 

5* The Structure of the British Electricity 
Supply Industry 

4. Economics of Road Rail Policy 

5. Public Enterprise in Britain 
6* The Economy of Andhra Pradesh 

7* The Structure of Public Enterprise in India. 


GMTMfS 


PREFACE 

CHAPTER ORE PUBLIC 'TfTERPR I SB PROFITS 

1, The statutory background 
2 » Profits currently earned 

3. The Third Plan Estimates 

4. The implications of the estimated surplus 

5. The British experience 

CHAPTER TWO THE PROFIT CRITERIOIf 

1. The concept of indirect returns 

2. Qualification to the concept of "Indirect 

Returns’* 

3. Socio-economic classification of public 

enterprise® 

4. The administrative Aspects 


CHAPTER THREE PUBLIC PRISE FRICINO 

1 . Profits and prices 

2. 'Distinctive features of pricing by public 

enterprises 

3. Responsibility for oriel ng 
4* The function of price 

5* The pricing unit 

6. Pricing and taxation •• 

?* Control over public enterprise prices 


CHAP? ’E FOUR THE FINANCIAL ORCA?JISATION 

1. The concept of financial organisation 
.■ 2. The capital structure 
3. Effectiveness of capital use . 

4* The government and the financial organisatiot 

5. Inter-enterprise consistencies. 




Preface 


The discussion contained in this book has no 
ideological purport. My only aim is to examine how the 
finances of the public enterprises can be organised in 
the best interest of the country and how the public 
sector can play a significant role in the economic 
development of India. 

Toe purpose of the empirical evidence quoted 
from several published reports is not to allege that 
so-and-so public enterprise is guilty of so-and-so error, 
but to convey that the points mad® in the course of the 
discussion are neither hypothetical nor merely academic. 

I have been able to gain an overall idea of 
the cross-section of public enterprise in India, while 
conducting the Research Project on ”Con rol of Public 
Enterprises in India” (R.P.C., Planning Commission) . 

I have, however, excluded from the present book discussions 
which are contained in my earlier book ”Th# Structure of 
public Enterprise in India” as well as in my B.P.C. Report 
entitled "Control of Public Enterprise in India”. Brief 
reference® have been sad® to certain topics covered in 
either of these writings. 

Public enterprise organisation a® well a® 

it 

governmental administration in relation to, are both in 
a continuous state of evolution in the country today. 

It is hoped that a thorough analysis of the major financial 
problems will be of value in indicating the lines on which. 


(li) 

improvements may be worked out in the financial organisation of 
the public sector® 

I express my gratitude to Professor P.K.N.Menon, 
Director, Indian Institute of Public Administration, for his 
invitation to me to deliver four lectures at the Institute 
during November 1961. This gave me an opportunity t© process 
my ideas and present them in thfspssasaat form* 


¥ , V . RAMA N A T)H A M 


CHAPTER ONE 


F0BLIC agaSlaS PROFIT^ 

It is proposed to deal with the ma.j or aspects of the 
financial problems of public enterprises in the course of four 
chapters devoted, in order, to Profits, Profit Criterion, 

Pricing ami Financial Organisation. The chapters are not 
mutually exclusive in content. Cross-reference is likely on 
several issues, though car© has been taken to include elaborate 
discussion on a point in the chapter where it is found most 
suitable. On the whole there is a continuous thread in the 
financial analyses contained in the different chapters# 

The present chapter is devoted to a consideration of 

the profit conditions of the public enterprises# To start with, 

the statutory background is briefly outlined. Then follows 

a critical survey of the profits currently being earned# Finally 

the estimates of surplus during the third plan period and 

a. re 

their i irnlicotionSf examined and conclusions presented. 

1. THE STATUTORY BACKGROUND 

It is not intended 4m extensively to deal with the 

statutory framework governing the financial aspects of the 

1 

public enterprises; the purpose of this section is to bring 
out the most prominent statutory features relevant to a 
consideration of the profit conditions# 

1 For a detailed discussion, see the author’s book, 

The Struoture of ’ublic Enterprise in India , Chapter V, 

and the author’s Report on Control of Publi c Enterprises 
in India , Chapter V, submitted 'to the R.P.C . , Planning 

Commissi©®# 


Firstly, the statutes governing the public corporations, 
do not unequivocally call for commercial bias in their opera- 
tions. On.lv a few Acts clearly require it. For example, 
Paction 24- of the State Financial Corporations Act, 1951, 
requires that "the Foard in discharging its functions under 
this Act shall act on business principles", strangely there is 
no corresponding provision in the Industrial Finance Corpora- 
tion Act, 1948, though in practice this Corporation has been 
running far more profitably than the State Financial Corpora- 
tions, The Air Corporations are required to "act so far as 
may be on business principles", under Section 9 of the Air 
Corporations Act, 1953. The Road "Tans port Corporations 
Act, 1950, lays down, under Section 22, that "it shall be the 
general principle of the Corporation that in carrying its 
undertaking it shall act on business principles", A similar 
prevision is made under the Delhi Transport Authority Act 
19*30, though the phraseology is qualified: "The Authority 
shall act as far as possible on business principles", Sec- 
tion 29. The Electricity Supply Act, 1948, is the only 
other in which clear bins is found in favour of commercial 
performance, : 3 2 f 23; .'33 2 333 .2233 233' 23 3 : 2'23 : 2- 23 32 

It is not to be inferred that the other corpor ti ms 
are invariably either precluded from acting on business 
principles or intended not to act on such principles. It 
will be desirable, nevertheless, to amend their Acts 
so as to provide for the right degree of emphasis on business 
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principles in their performance, either purely and simply, 
or subject to qualifications. 

Secondly, none of the Acts governing the public 
corporations visualises the upper limit to the profits to 
be earned. This my turn out to bo serious lapse in the 
case of a capable monopoly undertaking? and the consuner 
will be compelled to hope for considerate behaviour on the 
part of the management or, alternatively, for effective 
public control of prices' in his favour. It is, therefore, 
rap ropriate to, introduce satisfactory provisions that 
place automatic checks on the profit targets of the public 
enterprises. Tor a proper perspective on this matter, 
however, it may be added thit the theoretically possible 
dourer to the consumer has not so far materialised, in 
the generality of the erases, as will be noticed in the next 
section. 

Thirdly, though it may be assumed that the 
statutes take for granted the requirement on the part of 
the public enterprises to recover not only their costs but 
interest or dividend on capital, specific provisions in 
this respect are found only in two Acts, The Tlectricity 
Supply Act lays down, under Section 5v, that "the Board 
shall not .... carry or its operations under this Act at 
a loss”? further provisions, such as Section 67, define 
the nature and priorities of charges to, and appropriations 
out of, revenue. The Hoad Transport Corporations Act, 
under. Section 28, stipulate® not only interest on capital 
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but dividend on capital raised by the issue of shares as 
"a cart of the expenditure of the Corporation". 

"o point at off the general absence of such provi- 

*£• 

sions in the other Acts is not merely academic value. When 

fv 

applied to the government companies, which, unlike the public 
corporations, are not governed by specific Acts, the non- 
doclaration of interest or dividend on capital as an item 
of cost has led to financial anomalies which will merit our 
consideration later in this chapter and in chapter four. 

Fourthly, under most public corporation Acts the 
profits remaining after transfers to reserves go to the 
government. : Perhaps the State .Bank of India, and the Life 
Insurance Corporation are the only two, whose Acts do not 
mention the possibility of the final surpluses passing to 
the government, for example, under Section 38 of the State 
Bank of India Act, 1 9*35 » the State lank is empowered, after 
making all the stipulated provisions, "out of its net 
profits (to) declare a dividend”. Likewise under Section 28 
of the Life Insurance Corporation 1956, while not less than 
95 per cent of the surplus "shall be allocated to or reserved 
for the policy holders’*, "the remainder may. be utilised for 
such purposes and in such manner as the central government 
may del ermi ne" , ' . . ky:'!. 

There are innumerable instances in the other Acts 
of provisions enabling transfers of surpluses from the 

■fcO r 

corporations of- the government . Under Section 37 of the 
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Bamodar Valley Corporation Act, 1948, "the net profit, if any, 
attributable to each of the sain objects, namely, irrigation, 
power and flood control, shall be credited to the partici pating 
governments in proportion to their respective shares in the 
total capital cost attributed to that object" • Section 32 
of the Industrial Finance Corporation Act, 1948, provides for 
the final surplus being paid to the central government. Simi- 
larly in the case of the State Financial Corporations, 

Section 35 of the State Financial Corporations Act, 1951* lays 
down that "if .... there is a. surplus in the net profits 
after declaring a dividend,..., such surplus shall be paid to 
the state government", flection 30 of the Bond transport 
Corporations Act 1956, envisages the final surplus being 
"made over to the state government for the purpose of road 
novel pment*' • Even the Electricity Supply Act, 1948, which 
is one of the well written Acts in the financial context, 
mentions, though at the end of a long list of priorities in 
the disposal of net revenues, "state revenues"; this has, 
of course, no practical effect, since the financial condition 
of State Electricity Boards is yet too poor for the profits 
to reach to this last claimant. 

Fifthly, except the Electricity Supply Act, 1948, 
which enjoins on the Board to adjust its charges from time 
to time in accordance with the objective of not making a 
loss, no public corporation Act provides automatic validity 
to attempts at price modifications under conditions of 
deficit. This is necessary to provide, for it will 


strengthen the position of a needy public enterprise seeking 
to rise its prices vis-a-vis ill-inf oraed criticism. 

Lastly, it is oily in a few Acts that the possibi- 
lity of a governmental subsidy or subvention is envisaged 
under certain conditions making for tbo losses in public 
enterprise operations. Under Section 54 of the Air Corpora- 
tions Act 1953, the Corporations are entitled to being 
reimbursed with. the losses sustained in operations specifically 
undertaken at the direction of the government, subject to 
certain qualifying conditions. Under section 36 of the State 
^ank of India Act 19 55, the losses sustained by the branches 
established under Section 16(5) may be made good by the 
Integration and development Fund white h is built up from the 
dividends due to the Reserve Bank on its shares in the State 
Bank • 

Turning to the government companies, we find that 
there are fewer clear financial stipulations. In roost cases, 
the matters are left to be decided by, or under the approval 
of, the President. One aspect deserving emphasis is that, 
equity capital constituting the major segment of government 
company capitalisation, the extent of profits liable to 
transfer to the government is proportionate to the rates of 
dividend which the government , through the board of directors, 
may determine . In other words, the ease of surpluses reaching 
the public exchequer is greater than in the case of the 
public corporations. 



In the light of the above statutory background, 1st. 
us make a critical survey of the or of its position of the 
public enterprises. This may proceed in three stages* <»o 

t,y ■ v':'/ 

■(n$ earned (b) estimated surpluses daring the third pla^and 

. .P* ' ■ ■ . ■■ : ; .■ ■ / ■ ■ 

{ c ) the implications of the third plan estimates. 

2. Piami suhhbtoI imiss 

The analysis in this section is confined to the pub- 
lic enterprises at the central level. They are the more 
i i portent constituent of the public sector. Many of the 
state enterprises, other than electricity and road transport, 
are small and too recent in formation. For example , there 
were 34 state government companies in Orissa with a capital 
outlay of ’Is. 49.91 lakhs in 1961 

The data are taken from " Pri ncipal P ublic Sector 
Under tak ings in India ” published by the Central Statistical 
Organisation (C. 3.0,), and relate generally to 1959-60. 
Wherever explanatory details are felt necessary reference is 
made to the annual reports of the enterprises concerned, m ba 
C.S,0, *s volume presents information for 56 enterprises, 
classified as § (1) industrial undertakings completed and 
in full operation, (2) industrial undertakings incomplete 
and not in full operation and (3) commercial, financial, 
general development and miscellaneous undertakings, 

Several difficulties ore encountered in examining 
their profitability, partly because of inadequacies of data 
1 Information Broadsheet 2/61, Company Law Administration, 
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and partly for more fundamental reasons of a conceptual 
nature • These nn enusaera tad below, 

(a) The figures of ploughed-back amounts and current 
profits as shown in the published accounts of the enterprises 
are not necessarily accurate in same cases. The former 

are sometimes such raided lumps that we cannot at once know 
to what extent they represent free reserves, tfor are the 
profit figures really net in nature. They are often exclusive 
of provisions for ine rae tax. Hot in every case are all the 
necessary revenue charges debited, or only the charges to 
revenue, as opposed to appropriations of profit, provided 
for, before presenting the figures described as net profits. 

(b) The resources employed in different under- 
takings are derived in widely varying proportions through 
the media of capital and leans f the latter, further, are 
secured by different units at different rates of interest. 

I 

These diversity qualify inter-unit comaarisor.B in terras 
of the rate of return on capital. 

(c) Though the majority of the public enterprises 
have been set up in recent years, the capital figures of 
the long established undertakings represent historical 
values. The rates of return calculated in terms of such 
figures, without due regard to their higher replacement 
values today, are not conceptually homogeneous with those 
computed oa the more recent investments. 


To call out comparable data from the financial 
■statements of the enterprises, hen been far from easy. Certain 
adjust, aenfcs ieemaJ necessary have been made to the profits 
figures ns reveled in the account c of some public enterprises* 

While infallible accuracy cannot be claimed for the 
adjusted figures presented below, they ax® fairly reliable; 
and errors of adjustment are likely to cancel themselves 
out over the mass of data dealt with. That the results 
derived are broadly representative taay be gathered from a 
comparison of these with the results computed on the basis 
of unadjusted figures taken raw from the financial statements 
of the public enterprises* The ouroosn of the adjustments 
in to refine the apparatus of calculations to some extent* 
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art 19 In the category ®f fully completed Industrial 
undertakings and 18 in the category of commercial eto. 
undertakings, category* (These are listed out in Appendix 1.) 

The yet incomplete industrial enterprises are excluded from 
further examination for obvious reasons. 


(a) Profit rates 
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on a capital outlay of Rs.258 crores by 37 public enterprises 
which have passed the stage of gestation. 

The following table shows the classification of 
the enterprises and the capital outlay in terras of the rate 
of profit earned. 
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1958-59 » as against seven per cent in 1959-60. A broad in- 
ference, though of limited value - derived from the performance 
of barely two years, is that large numbers with losses or 
with high profits were giving place to large numbers in the 
intermediate categories of low profits. The modal range of 


return during 1959-60 was 5-5 per cent, a little more than 
half the aggregate capital having occurred in that range. 
The list of enterpriser falling in the different profit 
ranges during 1959-60 is shown in Appendix 1. 


At this stage we may find out how the calcuia- 
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The return on the capital outlay of commercial stc. 
enterprise®, on the basis of the unadjusted figures, was 
5.5 per cent in 1959-60. 

The rate of profit is slightly lower when the profits 
earned are compared with capital, plus reserves. For the 
industrial enterprises it was 3.0 per cent in 1939-60, as 
against 3.2 per cent in 1958 - 39 ; the corresponding figures in 
the case of the commercial enterprises were 3.1 per cent and 
2.1 per cent. 

We may compute the rate of return by treating all 
investments, capital, reserves and loans, on the one side, 
and the corresponding returns, composed of profit and interest 
charges on loans, on the other. The figure was 2.1 per cent 
in 1959-60 for the industrial enterprises and 2.9 per cent 
for the commercial enterprises. 

A close examination of the profits data of the 
commercial etc. enterprises reveals that the average return 
of 3.1 per cent on capital is a deceptive figure, in that 
out of the 18 undertakings examined only three were yery 
profitable - State Trading Corporation of India Ltd,, 
Industrial Finance Corporation and Orissa Road Transport 
Co. Ltd. - all these enjoy considerable monopoly poferv. 

The average is thus unrepresentative of the performance of 
the generality of these enterprises. On the other hand, 

the dispersion in the profit rates of the industrial under- 

: - '\V- 

takings is far lower. Unfortunately however, this ,%mnot*s 
tbs generally uniform lowness of profitability on tb^paxlj 1 
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of most of the enterprises engaged in manufacturing activity# 
The most profitable in this category are Hindustan Antibiotics 
Ltd., Hindustan Cables Ltd,, and Trava score Minerals Ltd. 
all enjoying monopoly markets. The possession of monopoly 
■power has, however, not been an invariable cause of high 
profits in other cases - e.g. , Indian telephone Industries Ltd. 
and Bharat Electronics Ltd. The reasons for low profits, 

wherever they occur, deserve looking into. 

\ 

It """is interesting to look at the changes in the 

X 

profitability of 'individual enterprises between 1958-59 and 

1959-60. The profit-rates arc shown diagrams tically, with the 

data for 1959-60 on the X, axie and those of 1958-59 on the 

Y axis. Bach point represents the performance of one enfcer- 

X ■■ a.b*»v«- 

prise in the two years. The points occurring below the 45° 

V ' X <J> 

line represent the enterprises which improved in profitability 

■ X . ,/ 

during the period, whereas the points occurring above the line 

i p> y-cJ*. A \ 

represent those that declined in profitability. In the 
case of the industrial enterprises more undertakings declined 

in profitability i whereas in the case of the commercial 

/ / / 

enterprises 

/ 
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PUBLIC BSTSRPRISFS WITH SIGNIFICANT RESEBVPS 
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Reserve as # of 
capital outlay 

if*^ ■ fjgj. 

State Trading Corooration 

« « 

1958-59 

258.7 

Hindustan Antibiotics 

• # 

1959-60 

77.0 

Hindustan Cables Ltd, 

# • 

1959-60 

52.3 

Hindustan Insecticides Ltd, 

• • 

1959-60 

■ 44 .9 

Orissa Hoad Transport Co. Ltd. 

* • 

1958-59 

39.4 

Trnvaneore Minerals Ltd. 

* • 

1959-60 

35.1 

Gindri Fertiliser and Chemicals 
Ltd. 

• • 

1959-60 

29.8 

Hindustan Housing Corporation 

Ltd. 

* & 

1958-59 

26.3 

Industrial Finance Corporation 

# * 

1959-60 

23.4 

Hindustan Aircraft Ltd. 

* t 

1959-60 

17.0 

Air India International 

• # 

1959-60 

16.5 



According to a recent survey 1 by the Reserve Bank of 
India the free reserves of a sample of 1,001 large and medium- 
seized public limited companies were about two-thirds of the 
paid-up capital - Ra.387 crores as against Rs.588 crores. 

Turing the period 19*55-59 there was an increase in their paid- 
up capital by 25 per cent as against an increase in their 
free reserves by 39 per cent? and about a third of the profits 
after tax were ploughed back. The dividend worked out at 
11*8 per cent on capital in 1 '39, and the profit after tax 
at 10*5 per cent of the net worth, inclusive of capital and 
free reserves. Retained profits were 6.5 per cent of the 
capital in the same year. 

The i.-r. port once of self-financing in the private sector 
is thus obvious. If one wishes to compare these figures with 
the corresponding ones for the public sector, one has to 
remember that the. proportion of reserves to paid-up capital 
improves cumulatively as years roll by. However the improve- 
ment is possible only wnon the rata of profitability is 
consistently high, if not progressively high as the years roll 
by. Though too relative infancy of most oublic enterprises 
is an admissible cause of their relatively low reserves, the 
other factor, viz., the low profitability of the public sector 
undertakings which are in full operation should strike us 
as sin important cause of low re nerves, 

1 Bulletin of the Reserve Bank of India, September 1961. 




As we turn to a discussion of the relative profit 

tA-i 

retentions, i.e. , profits earned but ploughed back in a year, 
two findings suggest themselves. Firstly,-- few enterprises 
were able to transfer large sums out of profits to fefe e credit 
■b# reserves during 1959-60, particularly so in the case of 
the commercial enterprises. Secondly, the transfers made 
in a year do not really represent net capital formation in 
that year, for two reasons : (a) part of the amount s trans- 
ferred came from the profits earned in the earlier years - 
for example, Rs.92 lakhs in the case of Sindri Fertilisers 
and Chemicals Ltd. , whose current profits were Rs.26 lakhs 
in 1959-60; and (b) several transfers were made without the 
declaration of dividends on capital - for example, not only 
the entire profit of Rs.77 lakhs of the year 1959-60 but a 
part of the previous years’ profits was transferred to 
reserves by the Hindustan Antibiotics Ltd. without provision 
having been made for dividend; similarly no dividend was 
declared prior to the transfer of the entire amount d 
current profits in 1959-60 by Hindustan Aircraft Ltd. and 
National Coal Development Corporation Ltd. 

It is, therefore, doubtful whether even the limited 
magnitude of free surpluses found with several public enter- 
prises represent net capital formation in the sense of 
re-investments over and above the reimbursement of all 
relevant costs including the cost of the capital. (We shall 
have occasion to refer to this problem in the tfe&r# ± oia 
chapter.) It is the predominance of equity capital, on 





amounts, so that their relative role in the national economy 


does not lag far behind the financial performance of the 
private sector. (Qualifications to the concept of their 
relative role will be examined in due course.) If we assume 



and the Weyveli Lignite Corporation Ltd. - will become 
highly profitable, the public sector will be able to compare 







future prospects will be: but certain determining quali- 
fications may be noted. 

( c ) Basic determinants of profitability 

There are four factors influencing the profit 
potentiality of the public enterprises. Firstly, the public 
enterprises, especially the central ones, structurally com- 
prise such economic activities as are intrinsically charac- 
terised by relatively poor rewards in any country. Transport, 
other public utilities, warehousing, shipbuilding, producer 
goods industries, and several kinds of positively promotional 
activities, are likely to record lower returns of profit 
than the other industries, particularly the secondary and 
consumer goods industries. Fart of the justification for 

the governmental assumption of the ’’scheduled” activities 
1 

in India, rests on the very unlikelihood of the private 
investor turning to them on the profit criterion. As long 
as the composition of the public sector is so biased, their 
profitability cannot be so high ns that of the private sector 
progressively relieved of these investment decisions. 

Secondly, for no inefficiency or lack of effort 
on the part of a public enterprise, it may be unable to 
accumulate profits at its level, though simultaneously 
returns accumulate at other levels, particularly at the level 
of the public exchequer. Diverse examples ar© possible in 
this connection. The Daraodar Valley Corporation has not 


1 Under the Industrial Folioy Resolution, 





been able to realise the sale proceeds on water made available 
to the Government of West Bengal, since the latter has con- 
tested the rationale of the charge. It is estimated that the 
Corporation has been denied an earning of approximately 



budget position, or a low price is paid to the Company thus 
affecting the Company’s financial picture. The latter practice 
is preferred. Similar attitudes apply to the limited profit 
ann jBiilatinns r> f ftt.hnr iinrinrtwVi m»« mi eh ns Hindustan Aircraft’ 


Ltd* ' , ,, : ./ v: .. ; - ■ ■. 

Thirdly, some public enterprises, while recording low 
direct returns, lead to important indirect returns elsewhere 
in the economy. For example, the Electricity Boards and 





Lastly, the profitability of the public enterprises 
rests on the efficiency with which they work. Efficiency nay 
be of three kinds: technical, organisational, and financial. 
Technical efficiency is the easiest to adjudge as well as 
improve, because it is an engineering function which, subject 
to broad decisions on the production function, rationalisation 
etc., can be left to functional experts to achieve. Organi- 
sational efficiency is derived from the overall as well as 
the internal structure of an enterprise and depends partly 
on the right application of the principles of good organi- 
sation and partly on the personal equations among the top and 
intermediate levels of managers. Financial efficiency is the 
most difficult of all and covers the functions of selling, 
arranging finance, conceiving of risks and choosing the 
right ones, market research, price fixing and discrimination, 
decisions on expansion and contraction of capacity and so 
on. The profit potentiality of the public enterprises depends 
on the conditions making for these three kinds of effici- 
encies. 

In concluding this section we my enunciate the 
desiderata in respect of these four factors. Firstly, there 
must be adequate public decision on how poor the public 
sector undertakings are or are desired to be, relatively 
to the private undertakings. Secondly, it seems preferable 
to leave the public enterprises to operate as independent 
units aiming at their own profit «nd capital formation* 
the government departments, which constitute their major 


consumers, may ask for subsidies in their turn during the 
budget demands. Thirdly, there ought to be proper checks 
and balances with regard to the claims of indirect returns - 
a problem we shall deal with in the next chapter. Finally, 
there can be no other opinion on the question of inefficiency 
than that it must ba rooted out. However, attempts at the 
removal of inefficiency are under peculiar limitations in 
the public sector - a problem with which we are not dealing 
in the course of the present discussions® 

3. THE THIRD PL A If ESTIMATES 

For the first time the Planning Commission, while 
estimating fchs resources available for development during 
the third plan period, has envisaged a surplus of Hs.530 
croros from the public enterprises including the railways. 

This is over and above the interest charges or dividend on. 
capital, and represents roughly the extent of capital for- 
mation expected at the level of the public sector undertakings 
hn amount of Hs.100 crores is expected from the railways, 
Hs.300 crores from the other central enterprises and Bs.150 
crores from the state enterprises. 

The relative importance of the estimated surplus 
say be gathered from a variety of comparative statements. 

For example, it constitutes 7.3 per cent of the aggregate 
resources for public investment under the third plan. If we 
exclude external resources and deficit financing from the 
aggregate, it accounts for 11.6 per cent of the domestic 


resources. In relation to the additional tax revenues planned 
for the next five years it gains in importance, by consti- 
tuting about a third of the f ormer figure. The surplus is 
about a fourth of all tax surpluses, inclusive of both current 
budget surpluses and the additional tax revenues. 

We shall concern ourselves with two questions in 
relation to the estimated surplus. Firstly, how does it 
compare with the current investment and profits position of 
the public sector undertakings? Secondly, is it likely to 
b® achieved and, in the process of achievement, what are the 
distinctive problems to be faced and resolved? The first 
question will be discussed in this section and the second 
deferred to the next. 

As a first step in assessing the relative importance 
of the expected surplus, we may express it as a return on 
the investments in the public sector incurred so far. The 
latter figure may be computed by covering the investments 
in power, industries and minerals, and transport {other 
than roads) and communications since 1951. Other expenditures 
such as those on agriculture, irrigation, and roads, may 
be excluded because the returns from their development 
accrue in the shape of tax revenues rather than as 
surpluses from the public enterprises. To the total so 
obtained may be added an approximate amount of Hs. 1,000 
orores to represent the public investments, mainly in the 
railways and the posts and telegraphs, incurred prior to 
the first plan. The computation, which is admittedly 







very rough, is as follows 
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The total investment upto the beginning of the third 
plan may be computed at about R# .5,000 crores. If we 
assume that the estimated surplus of Hs.550 crores during 
the third plan period is directly related to these invest- 
ments, the surplus works out at the annual rate of 2.20 
per cent on the historical figure of investments. If we 
include in the latter a quarter of the third plan invest- 
ments in power, industries and transport, the percentage 

* Represents Re. 153 crores of investment in power project# 
and half of the Investment in irrigation and multi- 
purpose projects. 

1 Review of the First Five Tear Flan, p.19 

6 !§• lli r l &•«. t*M 
1 Tie Thirl Flan* p.Sf 




refer to the direct capital at the level of the publl 
enterprises, and are exclusive of any indirect return 
accruing In other sectors of activity. 


We may next compare the estimated surplus wi 


ments up-to-date at the central level may be estimated at 
about Hs.2, ?70 crores, which include Hs. 1,559 crores of 
railway capital, Hs.130 crores on posts and telegraphs, 
about 3s. 5 ,6D4 crores on the central public corporations 


overniiient companies, and !<s.441 crores of loan capital 


The investments at the 


provided mainly by the government 


rorc 


.pre-first plan period, Ps.2S0 crores in the first plan 
period and Pa. <460 crores in the second plan period, less tb 
central capital of Vs. 36 crores in Daraodar Valley Corpora- 


and about 


tion. ) 


reran in road transpor 


in 1959-60, taken from the C.S.0.*s vcluoe ? aay be 
ed the investments during 1960-61 in order to get at 
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the C.S.Q.'s estimates of capital outlay in the public sector 
ranging between Us. 458 and Ha. 615 orores in the four years 
1356-60.* The central-oum-state total may be rounded at 
3s.4»020 crores - the difference from the earlier computation 
of 33.5,000 or ores being due to the application of certain 
expenditures in channels other than those specifically traced 
above - e.g*, expend! taros on industrial estates, ports and 
aerodrome!*. 7h? figure of 3s .4, 020 crores is probably the 
operative base on which the prospect of a surplus of Rs.550 
rests. How the surplus works out at 2.7 per cent per annua 
of the investments as of date; if a quarter of the third plan 
investments are included in the capital bane, the surplus 
f nils to 2.1 per cent. These percentages, if may be recalled, 
arc over and above the normal interest and dividend charges 
which may be put not lower than, say , 5$ . 

Let us proceed with sectoral assessments of the 
surplus position. The estimated surplus of Be. 100 crores 
during the third plan works out annually at 1.3 per cant of 
the present capital outlay on the railways. -Strangely a 
higher surplus, Rs.150 crores, was realised during the second 




The Planning Commiasionsexplanatlon may be noted in 

this connection, that the estimate of Ps.100 crores is” exclusive 

of any additional resources that the railways might be able to 

raise during the Plan period by way of adjustments in fares 
1 . 

and freights.” It is difficult to guess how much net surplus 
the railways will be able to raise in ’•his way, in the face of 
two unfavourable factors in particular, viz., the rising costs 
of service and the progressively growing proportion® of new and 
under-utilised track capacity. In addition, strong claims for 
low rail rates will be met from both the public and the private 
sectors in the name of the plan developments. 

The estimated surplus of Us. 300 from the central 
enterprises other than the railways works out at about 5 per 
cent per year on the capital-cutn-loan investment of nearly 
Rs. 1,200 as of date. Allowing for the 1%0-61 investments, 
wc may put it slightly above 4$. It works out at 2.5 per cent 
if ono-fourth the third plan investments in power, industries 
and minerals, and transport and communications (other than 
roads and railways) are included in the capital figure. 

At the state level the estimated surplus of Rs.150 
crores works out at 3.5 per cent per annum on the capital 
investments as of date. This falls to 2.6 per cent if a 
fourth of the third plan investments in power, industries 
and minerals, and transport, other than road building, are 
included in the figure of capital. 


1 The Third five Tear Plan, page 97 * 











To sura up, it is the heavy railway investments charac- 
terised by low profit prospects, that mainly bring down the 
aggregate rate of capital formation in the public sector. 
Secondly, the public enterprises at the central level seem to 
be more capable of earning a surplus than those at the state 
level if we go by the estimated figure of surplus. Thirdly* 
while the overall surpluses estimated are too low to hope for, 
it appears reasonable to suspect that they may prove to be 
too high to get. -The explanation for this view will be found 
in the next section. 

An interesting aspect of the surpluses estimated at 
the state level is that, as we examine the break-up of the 
figure of Hs.150 crores among the states, the shares of the 
different states seem to bo randomly diverse, neither there 
is any consistent relationship between investments and estimated 
surpluses in the different states, nor is any correlation 
found as between the additional tax resources and public enter- 
prise surpluses planned by the different states. For example, 
the estimated surplus works out at 27.2$, 49.3$* 41.7$, 25.5$ 
and 25.8$ for Kerala, Madhya Pradesh, Madras* Mysore, and 
Punjab on their capital investments (mainly in electric! ty 
and road transport). The surpluses in relation to the total 
plan resources of the states and in relation to the additional 
tax resources are indicated in the following table to illustrate 
the widely heterogeneous role of public enterprises as a 
source of capital formation at the state government level 
during the third plan. The point of interest is that the 
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inter-atate disparities in then© two relationships of public 

enterprise surpluses do not arise merely from - or correspond 

to - the differences in the quantum of public investments 

between one state and another, 

TABLE, 5 

PUBLIC BNTERPR IFF SUBPLUS ESTIMATES AT STATE LEVEL t 1961-66 
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State 

Surplus as % of 

■ Surplus as $ of 


total resources 

addition tax 



resources 

= =:=*= = = « = *=:==; 

» = = = =* = = “« 

2s « m 9 * a a* » m 

Andhra Pradesh 

5.30 

11.70 

Assam 

10.30 

21.25 

Bihar 

10.34 

24.60 

Gujerat 

9.02 

37.93 

Jammu k Kashmir 

9.23 

15.00 

Kerala 

16.55 

41.74 

Madhya Pradesh 

10.53 

20.42 

Madras 

34.75 

78.00 

Maharashtra 

4.27 

18.08 

Mysore 

11,81 

30,95 

Orissa 

6.43 

7.83 

Punjab 

16.91 

41 .00 

Rajasthan 

2.50 

6.25 

Uttar Pradesh 

6.67 

8.99 

Vest Bengal 

8.56 

19.25 

Total 

10.50 

24,37 

« » s* ss « ss « s r$ « « =2 

ss^ssssssas 
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Source t Third Five Year Plan, page 118. 



I»et us turn to the question whether the estimated sur- 
plus of Hs.550 crores is easy to realise during the third plan 
period and what implications the attempts to realise it are 
likely to have. 

The targeted surplus works out at 'Is. 60 crores a year 
from the central public enterprises. The current rate of 
profitability of 57 undertakings examined earlier is roughly 
5.2 per cent on capital (1939-60) or 5.6 per cent if profits 
before taxations'* are considered. (The surplus, it may b® 
noted, is envisaged as the non-tax and non-interest/dividend 
income fro® the public enterprises. ) 

It has not been easy to secure correspondingly 
detailed figures for the state enterprises. The road transport 
enterprises are profitable, whereas the major sector of 
investments - in electricity supply - has not made reasonable 
profits yet. For example, the profit as a percentage of 
capital was —1.11, -0.44, and -0,28 in Bombay, Kerala and 






The first implication of the estimated surplus is that, 
over and above all costs* taxation and interest or dividend on 
the investments {whether in the shape of loans or capital) t 
Hs.60 crorea should be earned annually out of an aggregate - 
investment {inclusive of capital and loan) of about Rs.l ,300 
as of date In 49 enterprises - the 37 enterprises examined above, 
the nine currently incomplete enterprises. Life Insurance Corpora- 
tion, Reserve Bank of India, and State Bank of India. Th® 
rat© works out at 4.5 per cent on the investments, after the 
interest and/or dividend is met. With the widest al loanee for 

i\ 

errors of computation of the investments, the surplus aimed 
cannot be lower than 3 per cent of the investments. This by 
itself is not surprising as an aspiration. The private sector 
(as represented by the 1,001 companies of the Reserve Bank's 
sample) retained Rs.129 crores of profits, while distributing 
Re. 239 crores of dividend during 1955-591 in other words, the 
.re-invested surplus stood slightly above hfelf th© level of the 
dividends. Such high potentiality of capital formation was 
derived essentially from the fact that the companies earned 
profits which, before taxation, worked at 27.4 per cent of 
capital or 16.5 per cent of capital plus reserves. The 

W 0-5 

corresponding figure of profits before taxation 5«6 per cent 
in 1959-6O in the case of the 37 public enterprises examined 
above • It is against this unfavourable background of profita- 
bility that the prospect of the estimated surplus is to be 
judged. 
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The estimate has the value of clearly indicating to 
the public enterprises the government’s decision that their 
financial performance must approximate to an overall 8-10 per 
cent of all invested funds on an average. This should set at 














companies and posts and telegraphs* 1 while estimating a surplus 
of R s.500 crores from the central government enterprises. The 
minimum expectation is, therefore, to be that every one of these 










hQ*®* 


The annual charge of about Hs. 15 erorea, at 5 par cent on 
Rs *300 crore3» is shifted from Hindustan Steel Ltd. to other 
public enterprises (or rest dually to the tax payer). To assume 
that the rest of the public sector will b© able to compensate 
for this magnitude of non-earning on the part of Hindustan 
Steel Ltd. may amount to a heroic estimate of far higher sur- 
plus accruals than 8-10 per cent from the other public enter- 
prises. 

It follows that, if the estimated surplus is really 
sought to be realised, the public sector operations will ‘be 
characterised by a highly heterogenous pattern of inter-unit 
financial results, in the sense that some will contribute 
relatively high proportions of the overall surplus target than 
the ethers. It is true that in any economy profit diversity 
among enterprises is probable at any given unit of time; 
but what happens in this case is that the consumers of certain 
enterprises pay relatively high prices in order to subsidise 
the consumers of other products, not because the latter are 
known to he worth subsidising on social grounds, but because 
the latter enterprises have proved to be unprofitable and 
lack the capacity to improve or, alternatively, to liquidate 
themselves. It is possible, therefore, that a clash will 
arise, unless its identification is considered too refined 
a luxury, between the needs of realising the overall surplus 
and the relative merits of different groups of consumers. This 
has a relationship to the principles of pricing to toe adopted 
toy an individual enterprise in the public sector and will 









b© considered in chapter three 


It is likely that, because of the need to realise the 
estimated surplus, demands may arise for the assumption in the 
public sector of certain profitable activities currently under- 
taken by the private sector. The possibility of extensions 
beirn* permitted in the activities of the State Trading Corpora- 
tion of India Ltd. is a case in point. Apart from the merits 
of such nationalisation, the point thct deserves clear 
appreciation is that the additional profits so realised in the 
public sector are merely transfers from the private sector 
and do not make a difference from the macro angle of the total 
resources for the plan. A shift of private resources to the 
public level of capital formation implies a corresponding 
cut in the resources for the planned developments in the private 
sector. 

In conclusion certain facets of public policy 
relevant to the realisation of a high surplus from the enter- 
prises may be outlined. 

(a) There is yet no machinery to assess the propriety 
of whatever inter-unit diversities do obtain in the financial 
performance of the public sector. As those are likely to 
grow in the future, it is necessary to provide for an expert 
examination of whether an existing pattern of inter-uni t/consu«er 
shifts of benefit is justified and whether, in the case of a 
public enterprise which has to be subsidised, the subsidy is 
to be earned by some other public enterprises or derived 
from the general exchequer. The Public Enterprise Coaraisaian 
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Commiaaron suggested In the next chapter wi 11 be an appropriate 
agency for dealing with these questions. 

(b) Since the realisation of the estimated target will 
by no means be easy and since inter-unit financial diversities 
are likely to be aggravated, it is necessary to promote a purpose- 
ful and rigorous enquiry into the profit potentiality of each, 
■particularly low-profit, undertaking. The main object should be* 
not to explain away a recorded deficit or low return* but 
constructively to explore the ways ef attuning the enterprises 

to the third plan maxim of earning a surplus. 

(c) The surplus target implies the conferment of 
autonomy on public enterprise managers, to the extent that it 
is a means of improving efficiency. We shall examine the 
question in the last chapter in so far as it relates to the 
streamlining of the financial organisation of public enterprise. 

(d) In order to be consistent with the aim of a 
surplus from the public enterprise the concept of social 
returns as ajf plea or expense for low profits has to be 
subjected to strict criteria. More fundamentally the question 
takes the shape of whether we can afford the present pattern 
of investment projects consistently with the estimated target 

of surplus. There is no doubt that the development requirements 
of the country Justify the surplus target; on this ground 
an attempt has to be made to put the investments to the most 
profitable use possible. If in this process we fear that ■ , 
damage is being done to the very desirable accumulation of 
indirect returns or social economies, let us, for consistency’s 
sake* set up a limited target of surplus instead of the 






present one. Undoubtedly the choice between the Investment 
pattern and the surplus potentiality is * dif ficult/ohej 
even more significantly, an irrevocable comtiitment underlies the 
third plan, namely, that there shall be a certain pattern of 
investments biased in favour of the immediately low-yielding 
projects, while simultaneously there shall be a reasonably high 
capital formation for the very purpose of developmental 
expenditures. 

D. CONTUSION 

To sum u pi the profitability of the public sector under- 
takings has so far been relatively low, though a clear decision 
has now been kb de in favour of substantial capital formation at 
their level. Though practical difficulties may limit the full 
realisation of the estimated capital formation, effort must b« 
made promptly to set the public sector on a propitious footing, 
"•his is particularly necessary for two reasons. For on® thing, 
increasing proportions of the nationfts invest ible funds are 
being used through the medium of the public sectors hence the 
responsibility devolves on the government for ensuring that 
no gains of capital formation otherwise realisable have been 
lost due to this institutional decision on investment. Further, 
there has been a heavy borrowing from abroad in rocent times. 
About 30 per cent of the public sector investments under the 
third plan (Pa. 2, 200 crores out of Rs.?,500 crores) will come 
fro® external assistance. This by itself is not wrong $ but 
its propriety essentially rests on the way in which the capital 
resources are employed. This, therefore, leads us to the 



public sector is to be unequivocally batfeay. 

It seems appropriate to conclude the discussion 
with Professor J. PC. Galbraith *s observations ”Tf 1 had to lay 
down a measure for performance for the publicly-owned corporation 
in the developing country it would be the earnings that it 
is able to put into its own expansion. .... The most successful 
firm would be the one which by its efficiency and drive finds 
the earnings that allow it the greatest growth” 


5. THE BRITISH PTCPT’KIPHCE 


nt or prises has mainly t -sken the shape of requiring them 

not i£«s than is sufficient to cover the costs including 

on capital, on an average of good and bad years. Though 3.*v 

"ft# 

iml 1 1 e ml // high profit is permissible under this 


hssor J.IC, Galbraith's address on "Public dministration 
the Public Corporation” at the Indian Institute of 
ic .Administration, Hew Delhi, on 25th of August 1961 • 
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The public corporations have depended substantially 

4 

”on the savings of others to finance their investment” . This 
is an uncomplimentary feature, since the industries concerned 
are established ones which normally should be as able, along 
with the other industries in the country, to find reasonable 
internal resources for their development. The electricity 
supply industry has alone been able to plough back substantial 
amount s ; it found about 42 per cent of its capital expenditure 
from internal financing during the decade 1 948-53 and has tried 

to hold ”a fair balance” between borrowings and internal 

2 

resources* 

Two points may be noted at this stage, viz., that 
there are special reasons for the poor financial performance 
of the public corporations in Britain and that the government 
has clearly decided to seek to improve the position. Among 
the factors specially responsible for low profits may be mentioned* 
(a) the public utility character of most of the public cor- 
porations, accompanied by the tradition of low prices, (b) 
progressively growing competition, (c) inability of' the contract- 
ing industries to undertake appropriate financial re-organi- 
sation (d) the public expectation of cheap services and (e) ”th# 
onerous national and oom-e ommorcial obligations which the Boards 

m 

are expected to carry *3 The first three factors are directly 
1 The Financial and Economic Obligations of the lationaliaed 














last two deoend on external considerations, no less Important, 
however# 


leferonce may be made to the recent White Paper contain 
inf the government *s proposals to em re that the public cor- 
porations oper a t e ’’are organised and administered ef.f Iclertfcjrif 


uniform. Assessments of profit propriety and investment 
eligibility will accordingly, be somewhat unequal in the different 
cases. 

The Indian situation is more complicated in many 
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of alternative data for verifying their cost and profit 
potentialities, (d) Most of the central and the more important 
of the state enterprises enjoy significant degrees of monopoly 
power, (e) Finally, working under the peculiar needs of an 
under-developed area, they are susceptible to unclear moti- 
vations, economic and political. 

The relevance of these considerations will he clear 
in the course of the next chapter# 


1. Nahan foundry Ltd. 

2. National Newsprint and Paper Mills Ltd . 

3. Orissa Mining Corporation Ltd. 

4. Hindustan Shipyard Ltd. 

3. 1 - 3 per cent 







ort Risks Insurance Corporation Ltd. 
ian Handicrafts Development Corporat 
tral Harehousing Corporation 
ional Research Development Corporat i 

5. Eastern Shipping Corporation Ltd. 

6. national Small Industries Corporation Ltd. 

7. Rehabilitation Industries Corporation Ltd. 

3. National Industrial Development Corporation Ltd. 


1* Air India International 

2. Indian Airlines Corporation 

5. Western Shipping Corporation Ltd. 


3. 1 - 3 per cent 


National Projects Construction Corporation Ltd. 


1 .Posts and Telepgraphs Department 
2. Refinance Corporation for Industry Ltd. 


Ash oka Hotels Ltd. 


cent and above 


1. State Trading Corporation Ltd. 

2. Orissa Road Transport Co. Ltd, 

3. Industrial Finance Corporation* 


CHAPTER TWO 


THE PROFIT GRIT 


gh p 
big 


What appears to be governmental indecision on big 
on the ‘part of some public enterprises may be tr? 
concept of indirect returns yielded by them. 


This chanter is devoted to a discussion 


ireo 


To the principle that a public enterprise shall earn 
;e or high profits there is the heavy qualification that 
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private enterprise and understood in terms of both the direct 
returns of profit, which a private investor seeks, and the 
"indirect returns”, also termed as ” social returns” or external 
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private enterprise in the context of profit-making: (a) it operates 
on the maximal principle, by and large? and (b) it proceeds in 
terras of direct returns in the main. It is in the latter respect 
that the motivation of public enterprises needs to be different, 
their performance being geared to the maximisation of not only the 














in the determination of investment allocation is 


the equa' 


of long run marginal social profit of investment in different 
sectors, or in other words, the maximisation of total net inert 
to the national product wherever accruing, directly or indirec 

The common element of these generalisations is that 
public enterprises ought to be an effective agency in making t 


k m*} i Til W 1 


eadsj (A) the gestation phenomenon (B) secondary benefits, and 
C) distributional effects. 


i? It is well known that 


art- - in basic industries come to full fruition Ion? after the 
nvestment process commences 5 this becomes a problem calling for 
ublic col icy because of the high capital invested in the activity 
oncerned. The causes of long gestation are, firstly, that the 
process of providing the minimum, ana certainty me zutt, xaor 


of production or selling capacity t 


time and., secondly, tb 


the stimulation of demand sufficiently for the capacity set up 









er m 















is being inflated, instead of the initial losses (apart from 
mere interest on construction capital) standing in a suspense 
account capable of being wiped out by the future profits; rand 
the interest-free loan of Rs.3l)0 crores to Hindustan Steel Ltd. 
obviates the need for the carry-forward of the initial co---ts 
of gestation for subsequent r * novery . 

Under a slightly different version of the gestation 
argument , an almost permanent subsidisation or stipulation of 
a. low profit target, seems justified. If it is decided that 
a basic overhead shall continuously bo created in excess of 
need, in order that the over-supply of the outputs or services 
concerned wi 1 1 operate as a deliberate incentive for other 
(beneficiary) activities, the public enterprise producing 
such outputs or service stands permanently within the precincts 
of the gestation phenomenon, though the argument applies, not 
to its entire range of operations, but to the fringes of 
capacity traceable to deliberate public decision. To distin- 
guish between the concept of financial self-balancing over 
time and the concept of a permanent over-provision of capacity 
helps us in steering clear of such confused arguments as seek 
to justify the subsidisation of the entire electricity or 
railway industry. 

(B) Secondary benefits ? These refer to benefits 
other than the very establishment of the activity in question, 
and may be either temporary or permanent. The temporary bene if ts 
are of different kinds, and the relative value of each of these 
differs from country to country and from time to 




tiae. The employment provided for the constructional workers 
is of particular value under conditions of widespread unemploy- 
ment; however, if the areas in which the outlays are located 
arc not ha characterised by an adequate labour supply; compli- 
cations develop which weaken the crime facie claims of eraploy- 

2 

raent opportunities. To ensure the minimal pressure on foreign 
exchange resources is a significant desideratum during a 
period of disequilibrium in the 'balance of payments * Or, the 
non-urban location of economic overheads or industrial estates 
may be accorded priority tinder policies oriented to the rejuvena- 
tion of the rural sector® 


The immediacy of (certain) temporary advantages ought 
not to prevent us from weighting them against the consequential 
losses possibly suffered in the long run context of economic 
prosperity . The utilities created by the investment decisions 


1 The II. y. Bulletin cited earlier indicates wide diversities 
in the translation of the general projects of economic 
policy into more precise objectives in the different 
countries of Asia and the Par Past, (p.5) . 

2 c ee Professor K.N.Haj *s analysis of the manpower problem 
in the Bbakra Hangal Broject, Pome Economic Aspects of the 
Bhakra Ifangal Project , p.83. 

3 For instance, addressing the Central Advisory Council of 
Industries on the 28th of October 1961, the Minister for 
Commerce and Industry - "called upon individual industrial 
units not to direct their investment towards an expansion 
of output which could be sustained by higher levels of 

t sports of raw materials and components but towards 
installation of such plants as would make a sizeable 
reduction in their requirements of imports” . (Reported 
in The Hindu, 29th October, 1961.) 
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long run, but in the short run* To the extent that the beneficial 
results of improved productivity shift to other activities as a 
result of labour mobility for one reason or another, the industry 
yields benefits to other sectors of activity, and these may be 
considered as its external economy* Here the case for its 
continuous subsidisation stands undiminished. Secondly, an 
industry, in the course of its demands for such inputs as water, 
electricity, transport, industrial education, housing and social 
amenities, contributor to the emergence of conditions for the 
optimum production cf outputs in those areas; the benefits of 
low price at which these products and services arc supplied, accrue 
not only to the industry in question, but to other (mainly 
industrial) consumers. This is a ease of complementarity of demand 
which operates to the advantage of all the demandero. Wherever 
an industry occupies a major place in the scheme of such comple- 
mentary demands, the external economies traceable to its 

1 

operations are likely to be significant. 

Horn again the need for subsidisation may be initial 
•and not permanent, in that the producers of the inputs in question 
are likely, other things being equal, to operate under normal 
(and economical) conditions of demand and supply, and produce 
on an optimal scale in course of time. 


1 An interesting example is the Oil Refinery at Vieakhjstnam, 
whoso heavy demand for water has yielded to many others 
the advantage of a plentiful supply of water. 



s y making power available at cheaper rates than alternative fuel 
prices; the Da no -in r Valley Corporation and the steel plant at 


Purgapur, which ar© both parental of such extensive secondary 


activities as are likely to convert the township into one of the 


biggest industrial cities of India within a short tine, and the 
machine tools factory at Bangalore, from which a strong incentive 
for the development of several ancillary industries in the 


neighbourhood is derived. 
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At this stage we may note that the indirect returns frost a 
basic industrial investment are large in an under-developed 
economy where the multiplier effects on secondary developments 
are certain as well as spectacular in magnitude, though their 
full stimulation takes time because of scarcities of requisite 
resources and skills. The longer the plan period conceived by the 
government , the more considerable the continuum of the stream of 
benefits over time; in fact at a certain stage a fairly arbitrary 
decision has to be taken on the evaluation of the benefits of a 
project in relation to its feifiK dimension. 

Another allied characteristic of an under-developed economy 
is that a majority of the basic investment decisions are at an 
elementary inter-sectoral level where the economist’s role is not 

the only, or the most important, one. Though differences on the 

7 

propriety of the pattern of inter-sectoral investments do exist, 
once a broad decision emerges out of an inter-action of social 
and economic criteria, the internal allocation of a sectoral 

1 "The degree of complementarity of investment projects and 

the divergence of social from private marginal product 
will be greater in an under-developed than in a mature, 
crystallised developed economy”, "Programming in theory and 
Italian Practice, by Professor Paul fi.Rosenstein - Sedan 
Investment Criteria and Economic Growth , page 24. 

2 For example , Professor P.T. Bauer doubts the rationale of 
"the massive investment in the establishment of capacity 

in the heavy industries", for It is, in his view, "unlikely 
to promote development comnensurately to its cost". Indian 
Economic Policy and Development , page 51. 



investment anon** the projects which constitute the sector is of 
sufficient significance for the economist to insist on proper 
economic criteria. The question to he considered is not whether 
a. project, whose direct returns, measured in terms of profit, 
are not high, is justified, hut whether, on the additional 
ground of indirect returns, this is the best project that could 



direct returns. 


(C) Distributional effect s* An important component of 
the indirect returns attributed to a public enterprise consists 
of the di trihut ionol effects flowing from its operations. Some 



structure is accepted by Parliament, the public e 


relates to the mar® open chain of causation between p 


enterprise operations and incoae re-distribution. Bro 


argument is that, wherever the responsibility of the * 






Inevitable means of effectuating such a process, public 
enterprises, either generally or individually, may be credited 
with distributional effects as an important indirect return, 
in lieu of which high direct profits may not be insisted upon. 

The practical usefulness of the argument improves if 
we know the exact shape of the desired pattern ( and of the 
less clear ** desirable” pattern) of distribution into which the 
existing one is to be revised. In other words, this presupposes 
accurate knowledge not only of the groups whose incomes ought 
to be Improved but also of the groups whose incomes may be 
disturbed through a deliberate reduction in this process? 
further it is necessary to know the ultimate overall effects 
of such changes in the income structure on the national economy, 
particularly in the context of saving and investment. 

Knowledge in these respects seems to be less difficult, in a 
sense, in an under-developed economy such as the Indian, 
then in advanced economies? for there exist three conditions 
that contribute to such knowledges via., (a) there is wide- 
spread unemployment , (b) there are severe income disparities 
among the people and, (c). the socialist pattern of society 
is an axiomatic edifice of policy. These conditions enable 
us to take several quick decisions at what may be termed an 
elementary stage of redistributional programme} and value 
judgments on conflicting redistributional effects seem to be 
a fairly deferred problem. However, the adverse effect® of 
an extremely re-distribut ion-oriented programme of economic 
policy on the investment quantum and on its causation of 



desiderata, the aims of policy tend to he clear 


The distributional effects are two--fclj$d: (a) personal 
and (b) regional, referring respectively to the effects on 
personal incomes and those on the aggregate incomes of Individus 


regions. Further, they may be immediate or eventual, depending 
on whether the income results are enjoyed directly by the 
employees and the consumers or indirectly by those of the 
secondarily stimulated activities. 


his may be examined separate 


ct of (i) the employment effects 
and (ill) the eventual effects* 


the price 


( i 5 The employment effects: Let us work out the 


has already been discussed.) Beneficial 
in three wavs. 


f fects may arise 


(1) A losing undertaking may be nationalised so that 
the loss of incomes through retrenchment may be avoided by 
permitting it to operate at a low profit target. The 






*• 154 ** 

(2) Surplus labour may be carried on rolls, either 
deliberately or innocently. The Hindustan Shipyard and the Slndri 
"Fertilisers are interesting examples. 

(5) Investment projects may be deliberately decided upon 
with a view to providing the employees with income opportunities. 

Ihe proposed shipyard at Cochin may offer itself as an example , 
though its rationale may rest on other grounds as well. 

The argument derives justification from the assumption that 
a given public enterprise is the best means of providing income 
benefits to the employees. It is possible, in an under-developed 
economy with plentiful supplies of unemployed labour, to find 
investment projects whose direct returns are high in themselves and/ 
or whose stream of indirect benefits other than the distributional 
effects is significant as well as coveted; and there may be a large 
number of investment projects to choose from, keeping the distri- 
butional benefits fairly neutral. Parodoxlcally there is reason 
to suggest that, along with the case of redistributional decisions 
in an under-developed economy, the compelling dictates of other 
desiderata are themselves strong. It is where we assume labour 
immobilities that the choice mo ng investment projects gets 
complicated, and narrowed, in that we cannot then assume neutrality 
of distributional effects, since a project located in a region 
of unemployment has more of these effects than another, strangely 
the argument of distributional effect is weakened by the fact that 

the major investment projects in the public sector are so capital- 
1 

intensive, that the distributional benefits through the medium 
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of direct employment seem to occupy the fringes of the total 
stream of benefits. 

More basic is the question whether the budget does 
not offer itself as a more appropriate agency of bringing about the 
desired distributional effects. It is particularly justified in 
being a more open method in genisis, subject to full parliamentary 
deliberation as to results. 

There is a further complication, on grounds of theory. 

As against the distributional benefits flowing from a public 
enterprise run on low profit targets, there is the alternative 
possibility of programming appropriately directed welfare expen- 
ditures to be met from the profits earned by the public enterprise 
in the first place. Prof its foregone under the former n» thod 
are not necessarily and wholly enjoyed by the low-income groups? 
whereas profits earned under the latter method can be expended 
for their exclusive benefit. 

(ii) The price effects *. A low profit target may be 

considered admissible for a public enterprise if it is deemed 

desirable to enable Pertain or all consumers to enjoy the benefit 

of consuming the product at a relatively low price. This 

provides for re-distributional effects in the sense that a larger 

scale of consumption than otherwise is made possible and that 

whatever consumption takes place is made possible at a low 

price? thereby the consumers suffer a smaller cut than otherwise 

is necessary in their aggregate purchasing power and are left 

with an increased balance in the latter for acquiring more of 
other utilities than would otherwise be possible. 






Uj 


Fn 


are easier when the result takes the shape of a general red! 
in the price le^el fcbsr when it consists of inter-consumer 
discrimination through the price structure# in the latter 
two problems arise? firstly, a decision is needed as to the 
classes of consumers deserving the benefit of low prices? & 
an one re ti oral convenience in identifying the deserving con 
is ore-supposed end this is perhaps possible in some public 


utilities, 


In the generality of cases above the level of su 


elemental provisions as milk, water, and housing, both the 
decisions on beneficiary - consumers and the identification 


ease one can argue that the consumer of anything sold 

■C-Nsi oas 3 . 

price 'benefit $ and that his benefit cannot be ignored 


'-priced product. (We are considering the inter-product 
St iert and not the merits of charging the poor consumers 
f «r than the rich consumers. ) Thus the almost intractable 
dale© arises of adjudging the distributional effects of 
[-profit operations on the part of different public enter-/ 
sos, such as those producing fertilisers, steel, machine 
ils and drugs. (For instance there is no reason why 
id cm tan antibiotics Ltd. which sells medicines of use to 


;s, while Indian Telephone Industries Ltd. and Prm§& 
Corporation Ltd., earn low profits.) The inter-product 



consumer assessments involved in such comparisons are bound 
to be arbitrary and, at sons* stage, politically inspired. 

Further, it may be far from simple to follow up the 
chain of distribution effects flowing- from the low-nrofit 
target of a public enterprise, and for an accurate picture 
ve may have to undertake the difficult, if not impossible, task 
of identifying the eventual beneficiary who is not invariably 
the direct consumer of the low-priced product. Errors in such 
identification will lend to wrong conclusions, which, when 
politically inspired, nay be dangerous at times. 

The complexity of the problem suggested here may be 
illustrated by the contention in a recent Fabian pamphlet that 
the deficits sustained by the British public corporations 
represent "an annual subsidy to industrial and commercial 
users of nationalised industry products", who happen to 
"account for more than half the total" sales of the public 
corporations, or for at least twice as big as the sales to 
"individual consumers'* • Mo tenbeneious influence of mis- 
placed benefit is justified on the basis of such statistical 
facts; for it ought not to be forgotten that the eventual 
beneficiary of the low prices enjoyed by the immediate 
consumers, vis,, the industrial and commercial users, may 
be quite different and my (as frequently as may not) really 
deserve the benefit. 

1 nationalised Industries in the Mixed Economy . John Hughes, 

pp.9-10. 
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(iii) The eventual effects ; These relate to the 
favourable effects on the notional income structure caused toy 
the secondary level of activities stimulated by an initial 
investment decision* 'For example, the operations of the 
national Small Industries Corporation ltd. are such as do not 
lend to significant income re-dis triton t ion when the employee! 
or the direct, consumers of the undertaking are considered, 
tout may lend to extensive activity on the part of the small . 
scale industries dependent on it for low-priced inputs such 
as hire-purchase machinery. The good income effects on the 
■persons engaged in these industries may toe traced to the lo* 
profit operations of the Motional Snail Industries Corporal; 
Ltd., if we pursue the full chain of parentage. As another 
interesting example may too cited the State financial Corpor 
tiona whose low-profit (lending) operations do not really 
give rise to any direct distributional benefits but set in 
motion conditions for the creation of employment in medium 
and small scale industrial units depending on them for 
cheap finance. 

The analytical distinction of the point may to® 
gathered from the fact that, even where the distributional 
effects of a highly capital-intensive project may not to® 
spectacular as suggested earlier, its low-priced operatic! 
may encourage a good deal of secondary activity from wbld 
desired distributional effects may emerge eventually. 

Of course the main problem is one of exact identification 
of the chain of causation. 
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(b) The regional aspect » The criterion of contributing 
to the income benefits of a particular region through low targets 
of profits on the part of the nubile enterprises is easier, both 
in conception and in application, than the distributional criterion 
in its personal aspect. However, two conditions ought to be 
satisfied. 'Firstly, the regions deserving deliberate benefits 
have to be identified and publicly declared as the eligible ones. 
The task is easier in some ways than the corresponding task of 
identifying the deserving classes of consumers! at the same time 
regional political pressures do complicate the decisions. Secondly, 











of the direct and indirect costs and benefits of different project* 

1 

will never be possible," 

In any case it is impossible to establish that, as against 
a permitted figure of prof it or an actual deficit, there is a 
compensatory magnitude of indirect returns traceable to the given 
1 U. I. Bulletin cited earlier, p.t. 





















investment project . The quantification of the indirect returns 
as an appropriate offset against the direct profits foregone 



general training, etc® These are of no loss importance to an 
under- developed economy than the more economic and quantifiable 
benefits; perhaps they offer a surer guarantee of growth in 


the lorn? run. 
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Conceptually the size of an indirect return depends on 
the period contemplated as intermediate between the investment 
process and its fruition, and is greater the longer this period. 
Thus a considerable sacrifice of immediate direct returns 
seems justified in the case of projects which are part of plann- 
ing stretched over several five-year periods. In fact the 
principle of preparing a broad complementarity-oriented basis 
for self-sustained growth at a future date intensifies the 
gestation claims of a capital-intensive project. High value bein^ 
placed on its returns in the distant future, immediate losses 
are suggest e. ; as an unobjectionable transitory need. It is on 
these lines of argument that the opportunities of adding to 
national incot* through the medium of rapidly yielding investment 
projects arc wilfully foregone in India currently. Nevertheless, 
the flows of income currently foregone are as much of a social 
loss as the expected future gains constitute m a social return. 
To compare between the two is far from an easy taskf and the 
extent to which the criterion of indirect returns in the long 
run should shift the investment bias from current gains to 
future benefits is a complex conceptual question. Though the 
interest rate can offer itself as a tool in providing the answer, 
the basic judgment involved essentially rests on a non-monomic . 
evaluation of the unit of time over which direct returns from 
an investment project can be permitted to b® low or negative. 

To illustrate the point, should we launch an electricity pro- 
ject whose direct returns may be low for ten years but will be 
adequate later, or should we wort on the criterion of 'low , 
direct returns for 2$ years or 15 years, hoping that over 



such longer periods a stage of complete fruition of the invest- 
ment concerned is likely to ensue? Incidentally, the longer 
the time unit envisaged, the lower the degree of responsibility 
with which an investment decision is made, despite absolute 
honesty in decision-making. 

Another conceptual difficulty arises in the field 
of inter-project comparison of indirect returns. If Investment 
decisons are to fe® based on the criterion of direct-eum-indirect 
returns, the priorities of investment are efficient only if we 
have a proper technique of comparing, not only the direct returns 
wheih it is easy to compare, but the indirect returns fl wing 
from projects (often) of a different nature. For example, if 
the direct returns of a steel plant and a fertiliser plant are 
likely to be equally low, how do we evaluate their varying 
indirect returns in fixing investment priority? I-t is possible 
that,- even Vhere the projects compared are in different indus- 
tries, there will be no way of weighing the series of benefits 
f flowing from either investment, for example, benefits from 
low-priced steel and those from low-priced fertilisers. It is 
possible that, even where the direct returns of two projects are 
different, arguments can be built up in favour of the less 
profitable one by an over-assessment of its indirect returns, 

A close examination of certain electricity extension schemes 
confirms this view. 

Sometimes extremely far-fetched claims of indirect 
economies are possible. An interesting illustration is provided 
by the argument in the Fabian Tract "Nationalised Industries 
in the Mixed Fcoowny" I the heavy under-utilisation ©f .the ■ 
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British Railways is presented as an argument favouring their 

1 

running "deliberately at an accounting loss". In the extreme,, 
this involves the direction of traffic to the railways, through 
a fictitious price mechanism, and a reversal of the forces of 
industrial activity, particularly location, from the free choice 



ing streams of indirect benefits accruing in two or more regions 


characterised by diverse socio-economic conditions? Apart from 
the inherent difficulty of quantification, a given result may be 


of varying value in the different regions. We come across this 



problem while determining investment priorities as between the 


of the Hagarjunasagar Project and the non-inclusion of the Pocham- 
pad Project in the thfcd plan are examples , in the view of the 
people concerned, of inaccurate assessments of indirect returns* 
The original proposal of Rs.59.Q1 crores of expenditure by the 
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This figure was raised in the last two years to Bs.37 crorea, 
instead of to Ks.46 erores as strongly desired by the state 
.government. The benefits foregone by such a restriction on ex- 
penditure were computed by the Estimates Committee, Andhra 
Pradesh Legislature, at 6,30 lakhs of acres under dry first cropj 
8.00 lakhs under wet first crap and 4.50 lakhs under wet second 


crop by 


*67. Had the tempo of Be ,59 crores of originally 


estimated expenditure in the second plan period been permitted, 
another 3,50 lakh acres could have been brought under food produo 
tion by 1 965-66, 1 

There is no easy answer in this field, but object! 
attempts at the most plausible forecasts of the indirect returns 
of different regional projects are highly overdue in this 
if the criterion of direct-cum-indirect returns is to retain its 
meaning and if the unpreferred regions are to be convinced of 
the higher merits of the preferred regions on grounds of aggregate 
returns, 

(c^ Applicotionr.il problems 


The indirect returns of a project 
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bear the full costs incurred in its production and supply, so much 
so that the initial condition of providing stimulation to the 
demands does not continue to prevail. Secondly, if the target of 
direct returns is gradually scaled up, the community is enabled 
to ref lease the resources of subsidisation for use elsewhere* 

The points of initiation of economic activity in any country are 
continual in the time sense; and it is logical that the maturing 
projects should gradually promote themselves to the stag® of 
fully realising their costs, if not of self-financing to some 
extent. 

We, therefore, need to develop an. appropriate concept 
of reversibility in the imputation of indirect returns over time. 
This is bound to be difficult when political pressures operate 
in the opposite direction® 

3. ^QCIO-^COfOMIC TLAPSl^IC^IOT 07 PITILIC 

The financial complexity of the public sector arises 
from the need for the composite consideration of both the direct 
and the indirect returns while making investment decisions. Sine® 
the latter returns are not so objectively demonstrable as the 
former, the direct returns, or profit may be preserved as the 
basic guide to investment allocations and as a means of capital 
formation, of course with adequate allowance for the handle*** 
of gesxationj and modifications may be worked out to provide 
for the criterion of indirect returns on the basis of well 
deliberated public decisions on the social desirability of 
foregojfyflng the direct returns temporarily or permanently. 
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Th© primary requisite of financial assessments 
in the public sector is th© socio-economic classification of th® 


expectation that the community has in mind in relation to eao 
undertaking, "he classification is socio-economic because of 
the compositeness of the criteria involved - the direct and t 
indirect returns, li. offers us canons of lodgment on two 


how legitimate the profit results flowing from their control 
operations may be considered to be. Finally, Parliament 

rail 









There are three aspects of a. purposeful socio-economic 
classifications (a) the classification, (b) the fixation of 
profit targets and (c) the alignment of profit targets on the 
time scale and the regional scale* 

(a) The classification 

All public enterprises do not present uniform character- 
istics on the relevant bases of (i) profit potentiality, (ii) his- 
torical circumstances, (iii) the tenure of gestation, (iv) tradi- 
tional social expectations and (v) the stream of indirect benefits. 
It is rarely that the rate of profit on capital expected of an 
enterprise is exactly the same as that expected from another, 
when these criteria are accurately applied. For the two reasons 
of inaccuracies in applying the criteria and of the complexity 
of attempting at specific target fixation for every public 
enterprise, the classification may proceed in terms of broad 
categoriesi it is at this level that the will of Parliament or 
the nature of social expectation ought to be expressed. More 
definite enunciations of individual profit targets may be left 
to the Public -nierprise Commission (suggested in the next 
section.) 

A tentative classification may be suggested in the 
following terms. Firstly, there are the public enterprises 
which are non-c oramerci al rather than commercial in their major 
function, for example , the Indian Handicrafts Development Cor- 
poration Ltd., and the national Industrial Development Corpora- 
tion Ltd. Secondly, there are the undertakings with an admixture 
of commercial and aon-coamercial functions, the former being 
the sore dominant • Many public enterprises occur in, this 
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category - for example , the electricity boards* the railways, 
the multi-purpose projects, and Life Insurance Corporation. 
Thirdly, there is the category of enterprises which are Almost 
wholly commercial in nature, for example, Hindustan Machine 
fools Ltd., Hindustan Antibiotics Ltd., and Fertiliser Corpora- 
tion of India Ltd. 


It is true that even within a category, for example, 
the multi-purpose projects or tho railways, the conditions 
determining the appropriate profit targets may vary from case 


to case. Where the variations are severe and traceable to 
basic differences in the chain of causation of results, a few 


^nesj may oe erect e* 


d for while adjusting the profit target 
‘gional scales. 


K\d ion of profit targets 








- 80 - 


(c) Adjustments to time and regional secies 

It Is at this stage that the sppeftl&l ’ conditions 

© 

of a public enterprise placed in a broad category of profit 

target may be given me consideration. Important among them 

ere the period of gestation it is likely to require, any 

particularly unfavourable regional circumstances of supply and 

demand encountered (as in rural electrification) and, broadly, 

eMt s 

the phasing and oat tern of helpful complementary developeauMw 
in those areas of economic activity which are related to it 
either as a source of inputs and/or as a market for its outputs 

If the adjustments are properly conceived and 
arbitrary political pressures reasonably resisted, it is 
possible to arrive at varying' periodical profit targets for 
each enterprise, normally in the ascending order, contributing 
to the realisation of its long-run average target of profit 
envisaged in the above section. Wherever possible, a set of 
adjustments may apply commonly to a few enterprises whose 
determining conditions are fairly homogeneous. 

A tabular model of the suggested socio-economic 
classification is shown below, with the qualification that 
the actual values placed in the different boxes can never be 
claimed to be infallible. Their best defence is that they 
reflect a well deliberated pattern of socio-economic objectives 
under given conditions of social qualification to autonomous 
economic forces. 
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.>.bere are a few points to note about the model. 

Firstly, the variations in tbs time scale are not likely to 
be significant in first category, i.e., enterprises with 
non-com -ercial functions? for at any given time their promotional/ 
otherwise budgetary characteristics are steadily the same, 
unless major changes in governmental policy occur. Secondly, 
while the profit targets for the first category may not even 
cover the interest on capital, those for the second are lively 
to be near about that level for sub-category A and slightly as 
are that level for sub-category 3 - and certainly so as ‘time 
passes, and the targets for the third category are bouw to 
be more openly^eared to the maximal principle. Thirdly, the 
problem of public policy is one of fixing the limits to the 
low levels of targets in the first two categories and of 
fixing the upper limits in the case of the last category. The 
two aspects relate respectively to the protection of the tax- 
payer’s interest and that of the consumers' interest. 
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4. MM aimihistrativs i&tmiM 

Certain revisions are required in the administrative 
fabric governini? the public enterprises if effect is to be given 
to the criteria of indirect returns and to the socio-economic 
classification suggested above. Primarily the public corpora- 
tion Acts have to be improved in such a way (a) that they 
indicate clearly, in the case of each enterprise, whether it 
shall proceed entirely on business principles or under the severe 
qualification of government policy or '.’traction, (b) that not 
only adequate provision is made for a governmental subsidy for 

the operations not conducted on business principles and under 
the dicates of autonomous managerial behaviour but the princiapl 
determinants of the conditions and the extent of the subsidy 

may be laid down, and (c) that the consumer has a fair chance 

of knowing the range of profits, especially the unper limit , which 

an enterprise is eirititled to aim at and against which can. 

have no priroa facie cause of compalint . The statutory framework, 

it may be recalled was, discussed in the previous chapter . In 

the case of the government companies the necessary changes need 

incorporation in the articles to the extent possible . 

However well-designed, such statutory improvements are 
unlikely to constitute the whole, or even a reasonable , solution 
of the problem; for it is difficult to introduce in the statute 
detailed provisions dealing with all the conditions likely 
to be encountered in practice; and adjust eminent s to the 
profits targets on the time and the regional scales can never 
be adequately comprehended by any well written Act . What 
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is necessary, therefore, is a supplementary arrangement, for which 
the Acts may provide sanction, under which the details of the 
profits question may he appropriately dealt with an! provision 
made for a continuous and expert assessment of the performance 
of each public enterprise. 

For this purpose a public Enterprise Commission may 


from the enterprise, 


(b) To assist the Planning Commission in its decisions 
on investment allocation. Thereby the public can know what 
objective data have induced the Planning Comaussion to favour 
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(c) To infer® Parliament on the performance of every 
public enterprises For obvious reasons Parliament is not able to 
get an exact perspective, not merely of the actual results of 
every public enterprise, but of the rationale of the high or low 
results achieved by any of the®. The Commission will constitute 
the right kind of impartial agency in providing Parliament with 
an objective statement on the financial performance of the 
public sector undertakings* 

(d) To isolate inefficiency from the compensation of 
indirect returns as a cause of low profits* One of the greatest 
dangers of the indirect returns concept in practice is that, 
while it is legitimately justifies low profits or deficits# We 
do not know how far the latter ©ay be the result of inefficiency. 
The identification of inefficiency may be submerged in the vague 
notion that the enterprise in question has been deliberately 
marked out for low financial results. Unprofitability in lieu 
of indirect returns is different in principle from unprofita- 
bility arising from inefficiency. In the former case the 
effectiveness of the investment is realised somewhere else, 
whereas in the latter capital is simply ineffectively used, 

that is, more factors are used in the creation of a utility 
than are necessary. It is not illogical, nor uncharitable, to. 
suspect that the seeds of inefficiency are inherent in a long- 
gestation phenomenon, the more so thereafter the elements of 
indirect returns expected of the enterprise. The practical 
usefulness of the indirect returns argument depends on the 
efficiency of the machinery provided for discovering and checking 
inefficiency. The Public Enterprise Commission may, with the 
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help of cost accountants, the Comptroller and Auditor-General, 
engineers, and financial experts, try to isolate, as far a® 
may reasonably be possible, the circumstances of managerial 
or technical inefficiency from th ^Implications of the indirect- 
re turns motivation while adjudging the low results in a given 
case. 

The "habile enterprise Commission will not interfere 


that the responsibility for the low profits is not theirs. 

In the absence of such an advantage, the managers of public 
enterprises making losses for legitimate reasons are illegiti- 
mately under public criticism or at least the fear of it. 


The only circumstance in which the public enterprise 
may fear the working of the Commission is when the Commission 
is compelled to point out inefficiency, rather than indirect 
returns, as the cause of low profits, Neither this is the 
main function of the Commission, nor is such a finding like 








Parliament by fortifying the Estimates Committee, the Public 
Accounts Committee and any special committee on public enterprises 
with objective assessments of the recorded financial results of 
the enterprises. It will remain with Parliament to decide on its 
own whenever a clear departure is needed from the assumptions 
on which the Commission bases its calculations and assessments 
of the indirect returns and/ or the translation of their implication 
into profit targets. Likewise it will be for Parliament to 
decide on its own whenever any special social values appear to 
it to deserve incorporation in the calculations. 

The need for the 'Public Enterprise Commission indepentlj 
of the parental department of the government as well as its 
superiority over the latter in the matter of oroftt ©valuations, 
depends on the same arguments as we are familiar with in regard 
to administrative tribunals. 

The functions ©f the Commission are such that it may 
consist of an economist, an accountant, a financial expert and 
a person with established reputation in public affairs; and for 
the Commission to «bt able to act efficiently, adequate provision 
is necessary for its research machinery. 
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Ssadsslfia 

To concludes The alee for profits on the part of a public enterprise 
should he qualified suitably hy the quantum of indirect returns expected of 
it? r.nd that the aim should be the maximisation of its final contribution to 
national income or national welfare. 

%ny of the indirect returns consist of a complicated series of chain 
effects, tmaas which causal relationships are difficult to establish. The 
indirect returns are not easily quantifiable, and interindustry as well as 
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CHAPTER THTIVE 
PUBLIC PRICING 

The discussion of pricing in the public sector, to which 
the present chapter is devoted, may commence with an analysis of 
the relationship between the profits policy and pricing. The 
distinctive features of pricing in the public sector will then be 
examined, in terms of the demand and the supply conditions, and 
in respect of the authorship of pricing. The role that prices 
have to play in the context of public enterprise operations will 
be reviewed next, emphasis being laid. on the pricing mit within 
a public enterprise, Finally, we shall deal with the present 
practices of pricing and outline a desirable pattern of price 
control over the public enterprises. 

1. PROFITS AHD PRICES 

The prima facie relationship between profits and prices 
is set by the fact that the target of profits fixed for an enter- 
prise influences its prices; where the target is high, the prices 
are high, and vice versa . There are several qualifications to 
this simple relationship, however. 

Firstly, it is possible for an enterprise to secure 
a given quantum of profit from several alternative levels of 
prices. This is due to the relativities between the supply and 
the demand curves in such a way that at more than one point on 
the scale of output the same net return is made possible. While, 
from the profits angle, the choice of output is a matter of 
indifference among the possible alternatives, from the pricing 
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mngle the exact choice of output is of material significance; for 
with a given target of profit, large outputs and consumption 
are possible under certain choices of price as against small 
outputs and consumption under certain others. 


Secondly, a ;ivet? target, of profit nan he earned either 
from the application of a single price to the entire market, or 
from a discrimination among sub-divisions of the market in terms 
of persons, regions, or products. The problem of pricing, thus 
involves considerations of diversified financial behaviour of the 
enterprise vis-a-vis the consuming public. 


Thirdly, low profits do not invariably imply that the 
prices are low. It is possible that low profits accompany, if 
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The terras "high prices” and “low prices” used in the above 
two paragraphs need a word of explanation. If they are not to be 
tendaneious terms, their use is justified only when we have the 
opportunity of comparing the prices of a given enterprise with 
those offered by competing enterprises, either domestic or foreign, 
or of examining the cost conditions of the enterprise with a view 
to establishing the degree of efficiency they reflect. It is 
through such comparisons that the prices may be described as high 
or low. The remarks about low profits, alongside high prices, or 
high profits, alongside low prices, are to be understood in this 
sens© . 

In this context we may note a point of distinction between 
the implications of the profits and the pricing problems. "Profit” 
is essentially an organisational term, in the sense that we tend 
to apply the concept to an enterprise aa a whole co-terainously 
with the administrative (apex) unit. On the other hand, pricing 
is a more specialised or micro concept, in the sense that it has 
to be, and generally is, considered in terns of the individual 
markets and regions served by the enterprise. 

2. DISTINCTIVE FKA TURFS OF PHICIHO BY PUBLIC 

The distinctive features of the pricing problem in the 

public sector may be analysed under the heads of demand conditions 

and supply conditions, 

{Footnote continued from previous page) 

prices not rising proportionately. Since 1950-51* the prices of 
power station fossil oils rose by 60# , of mechanical materials 
by 60#* of engineering materials by 40#, building costs by abovi 

35# ? and interest rates by about 100#j profits rose by_ j£f yet 

in 1960-61 the average price of electricity sold was not more 
than 25‘A above the price ten years before, 
naama for Electricity Council, p.32. 
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A. Demand conditions 


Where a public enterprise operates in an effectively 
competitive market, few special problems of pricing arise. Perhaps 
the main problem is one of maintaining conditions of fair compe- 
tition between the public and the private units. The present con- 
troversy on the Life Insurance Corporation’s attempts to extend the 
general insurance business of its subsidiaries illustrate the 
possibility of the public undertakings availing of their position 
of strength at some points for attracting to themselves demands 













f 


It is the public enterprises which operate with a sig 
f leant degree of monopoly power that present the maximum of pr 
complications . An attempt is made here to outline only such o 
the complications as characterise a public monopoly as against 


of the price structure 


stipulation. Subject to such stipulation, the factors in favour 
of high-price motivation ares (a) that the enterprise has little 

potential competitors and (b) 
fear of the consumers* agitation being so effective as to invoke 
inconvenient governmental control over its prices. The factors 

to 

The external factors under this head are ? (a) that there is 


©1st 
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tlse managers are usually tempted to assume It as desirable to 
follow a price policy which Is in »tbe public interest*’ and of 
interpreting it as consisting of, low, rather than high, prices, and 
(b) that the enterprise is under a bias for full utilisation partly 
because this enables it to offer the maximum possible employment 
to the workers and partly because it leads to the early attainment 



formulation of the price structure® 


The major differences from the behaviour of a private 
monopoly in this regard ares (a) that the managers have no 
particular inducement to formulate and. practise a. price structure 
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At this stage the monopoly elements present In the Indian 
public enterprise structure may be noted briefly. The central 
enterprises seeia to possess greater monopoly power than the stvte 
enterpriser., on the whole. Broadly the enterprises producing 
public utility products and services enjoy the highest degree of 
monopoly power, partly because there is no entry by others into 
those industries and partly because the products are not regionally 
transferable. The railways, to a greater extent, the internal 
airways, the electricity Boards, the multi-purposes projects, the 
roed transport undertakings, among public utilities, and, among 
manufacturing industries, Hindustan Aircraft Ltd. and Indian 
Telephone Industries Ltd. are examples. 

In the category of monopoly due to the phenomenon of 
scarcity occur the Fertiliser Corporation of India Ltd., Hindustan 
Machine Tools Ltd.,- Hindustan Steel Ltd., Indian Refineries Ltd,, 
and Hindustan Antibiotics Ltd. 

Among the enterprises operating- in competitive markets 
•may be Included Hotel Janpsth, ^ ah oka Hotels Ltd., the Shipping 
Coroorntion Ltd., and most of the state government undertakings 9 
such as Hissasa Sugar Factory Ltd., Andhra ?apar Mills, Cudur 
Ceramics, Arabinda Tin Factory Ltd,, Cbilka Casbevmut Manufacturing 
Co. Ltd., Indian Turpentine and Rosin Co.Ltd., and Kerala Cycles 
Co. Ltd. . ' . ' - / , 

B. Supply conditions 

The special features of the cost conditions of a public 
enterprise may be examined under three heads s (a) the cost 
behaviour (b) the level ©f factor mi 4 prices and (e) the anatomy 
el cost ooapositioiu 
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(a) Cost behaviour 


As suggested earlier, a public enterprise, operating 
uuler monopoly conditions, is generally free from the motive of 
allowing under-utilisation of Its capacity; its production plan 
is likely to be one* of producing up to full capacity. In fact the 
existence of under-utilised cape city way constitute a reason 

‘ r 










are that there is a strong tendency for outputs to expand! rapidly 
and that the output expansions take place under conditions of 
declining cost till production approximates full capacity. 

There are of course a few unfavourable influences at 
work. Where periodical changes occur in the design of the capital 
structures* the project misses the economy of comprehensive 
planning of the envisaged capacity in its totality; likewise where 
the ultimate capacity results from piece meal additions, the 
maximum possible economies characteristic of comprehensive planning, 
are lost to the enterprise. This may on the consequence of 
adequate funds not being available so promptly as they are needed 
for maintaining a continuous tempo of physical additions to 
capacity. 

For example * the Magar j unasagar canals are being planned 
to carry 11,040 cuseea of water both in the left and in the right 
canals, as against the ultimate carrying capacity of 15 #000 cusecs 
and 21 ,000 cusecs respectively. A remodelling of the canals will 
be required at a later stage, implying "a process of construction 
throughout the lengths of these canals once again" . In other 
words, mere capital resources than are necessary will be used in 
producing a given output ~ a source of permanent overhead 
burdens on the consumer. 


1 The Eleventh Report of the Committee on Estimates# The Andhra 
Pradesh Legislature* 1960-61, pp. 19-20. 
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7rora the following diagraaatic representation of the 
disadvantage suffered in the above circumstances, it can be seen 
that, as against the possible cost curve of AC for a capacity of 
OH in the long run, less favourable cost functions as represented 
by AC 1 !* AC2» and so on, will be realised, either for the sa®@ 
capacity of OH or for slightly enlarged capacities such as GMt 



[b) Factor prices 

There seems ‘ <> be no reason why a public enterprise 
should be under a disadvantage in the matter of factor prices. In 



of a specialised agency devoted to the function of acquiring the 
Materials required by the government departments and the public 


enterprises, 


These theoretically possible advantages are weakened 
by certain difficulties in practice, as shown in a Inter section. 








Subsidised prices of inputs supplied by one public 
n^er prise to another are another possible source of account- 
ing economy. For example, the Mysore Iron Steel Works obtains 
fire wood and charcoal from the Forest Department , "at consi- 
derably subsidised rates", which helped the undertaking "to 
show fictitious profits". 1 

( ® ) The anatomy of cost composition 

Let us examine the nature of the continuing influences 
specially operating on the cost composition of a public enter- 
prise, given a structure of capital and capacity. As constrasted 


1 Report of the Public Accounts Committee on the Appropriation 
aid Finance Accounts of the Government of Mysore for 1958-59 
and the Audit Reports thereon. 
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with a private unit, it is under the particular impact of four 
factors: (i) social costs (ii) propriety costs (iii) costa of 
external decisions and (iv) costs of public organisation. 

( i ) .jocial costs : These ars incurred by a public 
enterprise at least in four ways: (1) by spending more heavily 
on employee rewards (2) by carrying more labour, (3) by providing 
for more consumer amenities, than a private enterprise does, 
and (4) by incurring, within its own accounts, costs which, in 
the case of a private enterprise, are shifted to other and 
public agencies. 

(1) The level of wages rests on the notion that a 
public enterprise ought to be a model employer, offering high 
■wage rewards and other amenities* and political considerations 

i. 

may vitiat ive the linking of wage enhancements with productivity. 
Wherever the rising wage rewards cannot be accommodated within 
the gross revenues of the undertaking, a case emerges, as if 
a self-evident one, for raising the prices in order to cover 
the costs. It is difficult to adjudge to what extent the labour 
rewards and labour welfare expenditures of a public enterprise 
can strictly be characterised a&^f a response to notions of 
social justice, as against the paying ability of the enterprise 
in question. However, it seems reasonable to suggest that the 
welfare expenditures of several public enterprises are decided 
on social grounds. A recent analysis of the higher wage costs 
of the Siogareni Collieries Ltd. than those of some of the 
big collieries in Bengal shows that the excess of Rs.1.6? per 
ton of ooal is the result of (a) more liberal bonus rules, 
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(b) larger numbers of '’higher-category 1 * workers* (c) better 
conditions of lea?® with pay, (<1) higher provident fund contri- 
butions, {«?} bettor medical and sanitary amenities, welfare activi- 


ties and housing facilities 

* and (f) the 

maintenance 

of three 

townships, including roads 

1 

and water supply® 


1 Comparative was® costs 





Singareni 

Bengal 

Difference 


cost per 

cost per 

per 


ton 

ton 

ton 


Rs. 

Hs« 

Bs. 

Wages* salaries, bonus 


9.92 | 
0.27 § 

H 

and provident fund 

11.13 

Civic service wages 

0.68 

1*67 

Civic service stores 

0.75 

— 

0.73 


12.59 

10.19 

2.40 


Evidance of more liberal bonus musters : 
Qualify i^ffiuster s for bonus 


Workers 

Singareni 

Bengal 

Coal cutters 

52 

54 

Other underground workers 

60 

66 

Surface workers 

65 

66 


Over 90 per- cent of the Singareni workers and staff 
qualify for bonus as against an average of 40 per cent in 

Vest Bengal, 

1500 men are employed in Civic Services and their bonus is 
an additional expenditure to Singareni compared to Bengal 
where these services are proved by separate Boards at a 
nominal cess on coal. 

Leave with pay s 

Qualifying musters for Leave with Pay 


; mm -*m mm. mm **#■** mu m»m» mm -mm '*m mm mmmmmmmm-*»m mm mm- mmmrn mm mm- mm mm mm- mm mm mm : 

Description of workers Singareni Bengal 


f!0« 1 cutters - ' •.• ' .. / 

190 


190 

Other underground workers 

240 


265 

, surface workers 

260 


, ;t§5. 
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Tta© Hindustan Shipyard Ltd, (in its annual report for <1 

\ 

1959-60) emphasises on the steep increase in its welfare expenditures 
during 1956-59. The enthusiastic diagram presented on page .4*.T; . 
of the Report indicates an increase in the expenditures by ; 

per cent during the three years!* Obviously this increase does I 

not derive from its paying ability? nor is it similar to the trends 
of labour welfare expenditures in the economy as a whole . While 
explaining its higher costs and lower profits than those of the 
private operators it displaced in certain areas, the Andhra Pradesh 
State Road Transport Corporation referred, as an important factor, 
to the higher emoluments to labour offered by it. The estimated 
costs of townships at Rourkela, Bhilai and Durgapur, constructed 
by Hindustan Steel Ltd, seem to be based as a step and lay-out 
aimed "to provide therein facilities becoming of a government 
undertaking and not below what was available to similar classes 
of people in private industry." In the Estimates Committee's 
view, the outlays considerably exceeded those of the townships 

built by the Chittaranjan Locomotive Works and the Sindri Fer- 

1 

tilizers and Chemicals Ltd., in relative terms. 

1 Estimates Committee, 1958-59, B.C.Ho.103, on Hindustan Steel | 

Ltd., page 88. 

( Footnote continued from previous page ) 

Welfare expenditure ; 


Medical and Sanitary 
Roads and Water supply 
Welfare activities 
Buildings 


Soaroa* Memorandum of the General Manager, Singareni 
Collieries Co. Ltd. to the Members of 
Parliament in Feb. 1960. 


Cost per ton 

Rs. 

0.61 

0.22 

0.18 

0.44 
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(2) Evidence on surplus labour and on the inadequacy of 
attempts at retrenchment is available from the annual reports of 
certain public enterprises and the Estimates Committee’s Reports. 
For example, there exist elements of excess staff, which are not 
retrenched by the Gindri Fertilizers and Chemicals. 1 The Chief- 
Cost Accounts Officer of the Government of India described the 
staff position of Indian Telephone Industries Ltd. as ’’rather 
extra-ordinary” in 1955 when ’’for every labourer employed there 
would be a supervisory strength of about 1.5 men” . 2 3 His remarks 
on the accounting staff of the undertaking have a similar purport ? 
During the Estimates Committee’s enquiries into the State Trading 


1 "The representative of the Ministry contended that, though a 
view was held in responsible quarters that there was some 
over-manning in the Company, it was extremely difficult fro® 
the point of view of public relations to achieve rationali- 
sation by retrenchment in a public undertaking”. Estimates 
Commit too, 1960-61, E.C .ffo.214 on Sindri Fertilizers and 
Chemicals Ltd. , 

2 Report No. 1911 dated 25th November 1955. 

3 ’’The total strength of accounting organisation, including the 
officers, but excluding the internal audit and time keeping 
was 153 on 1-11-1954. A strength of 153 men for the 
accounting in a factory where the total strength is about 
2500, out of which about 1100 only are workmen employed on 
actual production, and the others are managerial or supervisory, 
staff, is really a high figure. In spite of this strength, 

the condition in the Accounts Organisation was far from 
what it should be. In spite of the fact that this is a mul- 
tiple costing factory, I am clearly of the view that there 
is ample scope for effecting a substantial reduction 
strength in this Department”. 

Estimates Committee, 1957-58, B.C.tfo.78, on the Indian 
Telephone Industries Ltd. 
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Corporation of India Ltd. in 1959-60, the managing director opined 
that there was "a little excess of staff in the lower categories”, 
and the Secretary to the Ministry apprehended that the large staff 
at the top "might be the result of possibly government in having 
a number of levels. ”1 The Ash oka Hotels Ltd. is alleged to be 
"overstaffed" Relatively to output the numbers employed in Braga 
Tools Corporation Ltd. are excessive *3 Efficiency experts employed 

by the In ‘ion Airlines Corporation found that in the Engineering 
anu -.'tores Organisation 700 employees were "surplus” ; 4 and the 
Corpora tion is "committed to a policy of no retrenchment"?. The 
surplus manpower in the Hindustan Shipyard Ltd. is a classic example, 

(3) An interesting example of high consumer amenities is 
available from the experience of the Bombay State Road Transport 
Corporation which has constructed excellent bus stations at several 
places and equipped them with admirable facilities, which, when 
compared to the like facilities elsewhere, are luxurious. The high 
level of facility, provided at "low-frequency stations” by the 
Indian Airlines Corporation is another example 

(4) The other way in which a. public enterprise bears 
social costs is by providing certain of its outputs to consumers 
and regions that do not pay the related costs in full. For 

1 Estimates Commit toe, 1959-50, E.C.Wo.172, on the State Trading 
Corporation of India Ltd., p.12. 

2 Estimates Committee, 1960-61, 3, C. Wo. 213 on the Ash oka Hotels 
Lt d. , p. 14 . 

3 F.S.Sastry, The Finances of the Praga Tools Corporation Ltd., 
Applied Economic Papers , September 1961. 

4 Public 'ccounts Committee, 1959-60, P.A.C. 57-11, p.102 

5 The Committee on the Cost Structure of the Indian Airlines Corpo- 
ration further observed in 1959 that "in addition to this fxxmipti 
pre-existing surplus, further surpluses would arise fro® many 

of the changes which we have discussed in the preceding sections 
of this report.” (page 16) 

6 f IAC should have and Government support in resisting political 

pressures to boost unduly the standards of traffic and sales 
facilities at low-frequency stations,’ luab&tfMxntxt (Ibid.^page 23) 




accurately traced 


example, the British European Airways, after being refused a sub- 
sidy for its services to the Scottish Highlands and to the Tele of 
Han, continued to operate then "as a social service", as observed 
by the Select Committee on Nationalised Industries, in, 1959. The 
Corporation took the losses "into their own accounts without 
particularising then’O Similar instances ar© available from the 
operations of toe Indian Airlines Corporation and the railways 
in several ar^as, Wherever subsidised outputs are offered on 
social grounds, the operations arc marked by elements of cost which 


s overall cost c 


aers. Though an 


to segregate the 


imposed outputs from the commercially determined ones, the deoar- 

1 htJb'V't **\ • t -' r ;"'" 

cation^pt^oot be accurate in many cases; nor con the understaodab 
tendency on the part of the managers to act in the social good • 


of the needy consumers be fully located and the cost implications 


(11) Propriety costs; The public enterprises ar® sin 
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The demarcation between the socially imposed outputs from the 
commercially determined ones may not be accurate in many oases; 
nor can the understandable tendency on the part of the manners 
to ict in ,;be social food of the needy consumers are fully 
looked and the cost implications accurately traced. Yet the 


it tempt is necessary, and the 


onus 


of deciding that 


certain services should be operated despite their inability to 
cover their costs out of revenues ought ....... to rest with 


government and not the Corporation”. 


C 1 *) The public enterprises are 

singularly under the stress of having to incur expenditures on 
being prepared to satisfy the challenges of external vigilance 
over their activities. These are inevitable in a deraocractic society 


1 ^? r J .f xara F 1 f» Section 34 of the Air Corporations Act, aims to 
distinguish, though conditionally f fee twaan the autonomously 
their determined services and those owing to governmental 

C LJfSC 6 i Otl 0 77777^ 7 :; 7 "'p: ; .'w : 7 7 : v7dp''7 :: ^'v7.' ' : ; 7/'7.d 
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and may taka the shape cf investigations by parliamentary commit tea* 

criticism by the members of Parliament, audit by the Comptroller 

and Auditor-General and public criticism in the press. The public 

enterprises are impelled to conduct their operations, especially 

the expenditure operations, in such a way that all the relevant 

rules are satisfied and that there is nothing ” irregular” about 

any transaction. The lowest tender system, the need to advertise 

the requirements of purchases, adherence to the necessary hierarchic 

formalities in securing sanctions, and strict compliance with 

the original budget estimates ara aspects of propriety on which the 

managers of a oubiic enterprise soon learn to place priority as 

against is tbods which may prove substantively bettor but, in the 

1 

formal sense, are irregular. The procedures built up for tb© sake 
of propriety, have for one of the important consequences delays 
in decision making. This baa two serious defects: firstly, certain 
possible economies may be loot due to the iaproaptituda of the 
decision, and secondly, a decisional frame work characterised by 
delay dissuades the managers in the long run from evincing positive 
interest in prompt action. It is interesting to note that 
Professor J.It.Calbraith has even stressed ” the importance of timeli- 
ness as compared with precision in industrial decisions”. Tb® 
classic example of a delayed decision in the public sector lies 
in the appointment of the Thief Engineer of the Dame dor Valley 
Corporation. What cost effects the delayed appointment had, may 



A few other examples of costly delays may he cited from the 
appropriation accounts, 1959-60, and the audit report , 1961 - 
Part I. The delay in the finalisation of the contract for 
the purchase of pip lead resulted in "an «xtra avoidable 
expenditure of Pa. 19, 360” , page 56, in the case of Heavy 
Electricals Ltd. 

The Industrial Finance Corporation of India, lost by- 
postponing recovery of the calls in error by the Company "E", 
(page 65). 

The Hindustan Shipyard had to make an extra payment of 
Rs.5,493 due to delay in accepting the original offer by a 
foreign firm for the supoly of small galvanising plant in 
1956-57 (page 69). 


Estimates Committee, 1960-61, E.C.Ho.233, Minutes of ’Evidence 
on the leyveli Lignite Corporation Ltd, The Joint Secretary 
of the Ministry of Steel, Mines and fuel, told the Committee 
"there were certain initial offers from the makers of the 
specialised equipment in Or many and certain dates were sti- 
pulated by them for acceptance of offers. Unfortunately it 
took sometime for the corporation to consider the tenders 
of the offer. By the time both the Corporation and the Govern- 
ment could reach a decision the equipment which the manufae- 
turers bad earmarked for supply to the Corporation had* 
ertain other parties. As a resul" 
ime schedule and in order that t 
suffer, it became necessary for 


Lignite Cor Deration Ltd. A two-year delay has occurred in the 
comole t ion of the integrated lignite project, partly because of 
"the delay which occured in getting the sanction of various schemes 
from the Government of India” ; and the delay caused a 10# rise in 
the estimated cost of the project. Similarly delays in accepting 
some German tenders resulted in an additional expenditure of 

'2 

Hs.60 lakhs over the original estimates of the Mining Ccheme. 






estimated that 


iture of about Rs.10 


lakhs at each plant.” 


An interesting, but not widely realised, consequence 
of the propriety requirements is that a public enterprise is of tn 
compelled to maintain larger stores in reserve than are probable 


tion of the purchase cycle in the public sector? excessive iaven 


tories of spare 


and tools are maintained by an anxious manager 


ot being able to purchase 


ontingoncy of 


The working capital 


needs of 


t inflated for this reason 


for sanctioning an expenditure may occasionally have the conse- 
quence of wrong purchases being made by a public enterprise. This 
happens particularly where the lowest tenderer cannot be refused 
a contract under the rules, though he is known to be likely to 
supply material of sufficient durability and quality. It is true 
in theory, that a proper recording of the reasons for the 
1 Estimates Committee, 1958-59, 3. C. No. 105, on Hindustan Steel 
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purcnane contracts among a lew suppliers, ns &, 


last concen 


(or two). Whatever the rationale of this course 


lento a the public enterprise the advantages accruing from 


ingle good supplier, which is a more common 


h not invariable - practice in the 


riva'te sector. Diffuse. 


jrchasas may prove to b® uneconomical purchases in the and 


(iii) Costs of external decision : The operations of 


.sternal decision 


public enterprise are under the impact of 


n several ways, of which some have already been referred to 


occur In the following 


a slow tempo of construction work. This lengthens the period 
of gestation*, and by the time the project is complete, the 
capital figure standing in the books includes ft substantial 
amount of capitalised interest (on capital). The flagnr jimaeegar 


Project may be cited in illustration of slowed-down execution, 
which is bound to have a permanently adverse cost impact on its 
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is an example, whose percent age of overheads to 
was 1,100% during 1956-58 and expected to fall t 

(c) Lack of complementary developments 
enterprise to unfavourable cost conditions. For 
absence of a dry dock at the port of Visakbps tnam has ma 
operations of the Shipyard less economical than otherwise* and the 
inadequacy of minor irrigation canals in the Daaodar Valley Cor- 
poration area in Bitear limits the utilisation of its irrigation 
capacity. 

(d) Operations my be so timed, because of external 
decision, that the enterprise courts certain costs, which under a 
different phasing of activity, may be avoided. For example, bad 
the nationalisation of road transport services in certain districts 
of Andhra Pradesh been commenced a few months later than it 
actually was in 1960-61 , the Andhra Pradesh State Road Transport 
Corporation would have avoided the payment of compensations to 
the displaced operators, 

(e) Sometimes external considerations may persuade the 








cannot hope to expand very nueh for additional berths), and undue 
adherence to budgeted plans of expenditure . 


(iv) €t 


is - A public enterprise 


on an average, is characterised by higher costs of organisation 
than a similar private undertaking, due, in the first place, to 
the almost usual tendency towards over-centralisation in its 
administrative organisation. It is not possible to discuss 


traceable directly to an item of expenditure, escapes our at ten- 


have unconditionally done so, for the process involved the intake 
of cane from which the extraction of the sucrose of content tended 
to be progressively inferior, for natural reasons, SIS SllllSOlfl 
prolonged - it went down to 4% from the average of 11%. 

The usual media through which the costs of external 
decision reveal themselves ares periodical increases in the capital 
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3 

than give its activities a direction and a purpose”. 

Tb® nation-wide organisation of a public enterprise can 
be a source of disadvantage, in that the wage scales ar® probably 
determined by the conditions of cost of living prevailing in the 
costliest regions served by it. The Indian railways, as contrasted 
with the road operators, are to adhere to unifora salary scales 













in the wage bills per employee in the different state road 

port undertakings were respectively 1 .15, 0.29, 0.49 and 0.28 

for administrative staff, traffic staff, maintenance and repairs 

2 

staff, and all employees. 

It is not proposed to go into several other instances 
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•bservationn on this problem are cited below . 1 


"As a public undertaking the railways at present are under 
obligation to provide to their staff uniform scales of 
























social evaluation of their scarcity characteristics. {Ter an 
ill Jfot- -i.-iO?! of tne inadequate application of economic criteria 
to foreign exchange allocations, even of a marginal character, 
we may ruler to the present situation of the Indian Airlines 
Corporation, whoso gains from the availability of foreign 
exenange far exceed the social costs of the allotment.) To 
some extent, the private enterprises do pay higher than the 
"controlled" prices in acquiring scarce factors, either by 
acquiring them in slack market or by coin, compelled to carry 
under-utilisation of capacity lor reasons of lack of the 
necessary raw materials, skills or tools. 
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social evaluation Of their scarcity characteristics. To son 
extent, the private enterprises do oay higher than the marked; * -/ 

V , ^ 

prices In acquiring them, either by acquiring the® in black market 
or by being compelled to carry under-utilisations of capacity for 
reasons of lack of the necessary raw materials, skills or tools. 

'V . 

However, the need for a. notional inflation of scarce 
factor prices is as great as its improbability in practice, for 
the contention will be raised appealingly that it limits the 
prospect of indirect returns from the enterprise in question. 

This is a dubious contention; for is is preferable to compute 
objectively all the costs involved in the production of a utility 
in the first place, and then to devise suitable diminutions in 
the profit target consistently with the indirect returns expected 
of the enterprise. Otherwise the real quantum of opportunity 
costs involved in its operations will never be known accurately. 

The social evaluation of the factor prices enables us 
to undertake acre accurate comparisons than otherwise are possible 
as between projects which require diverse proportions of scare® 
and non-scaroe resources. Where the market values of tvo divers® 
combinations art approximately the same and tho two projects 
consequently seem to be similarly merited, an assessment o® grounds 
of social evaluation sets the right priorities between them. like- 
wise, where market prices establish Marginal priority of project A 
over project B, social evaluation my reverse the priorities in 
certain cases, and the latter are in the greater interest of the 
national economy. 

In concluding on the cost aspects, we may suggest three 
questions which need to be answered before the costs of a public 
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enterprise are admitted as the basis of its prices. Firstly, are 
the techniques oi operation, both production and marketing, the 
aost economical in the circumstances of the industry? Secondly, ere 
the scales of output, product differentiation, and selling cost 
programmes the most economically determined? Thirdly, is every 
cost incurred necessary and is it economically incurred? 

"to <£. *Vs, S Vi £ ''f* y 

The first question is, on the whole, the easiest^ with 
the help of international compel sons, subject to qualifications, 
wherever necessary. The second question is more difficult to 
answer, particularly in the case of a monopoly undertaking. There 
may not be much evidence fro® outside for verifying the efficiency 
of managerial initiative within the enterprise; and the full 
rang® of possibilities in determining the scale of output and in 
regulating the demand conditions can never be easily known to, 
or suggested by, outside experts. The most economical arrangement 
in the long run seems to rest on the formulation of suitable 
schemes of incentive, probably through bonus payments to the 
managerial personnel at all levels. These may b® linked with 
profits, costs, and output, and offered when these coapositely 
record an improvement . 

In dealing with the third question, we have to devise 
appropriate conventions soon enough for reducing the propriety 
expenditures! or else, these will constitute too dear a price 
for achieving, through nationalisation, the deprivation of 
private investors of the unlimited enjoyment of profits. The 
dearness may not be merely in arithmetical terms i it has a, 
deeper qunlltlvm purport for the very efficiency of the enter- 
In eeffiir ms the social costa are concerned, the most ' , 
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proper course will be for the government , through an appropriate 
public agency , to outline bow far nn enterprise, on its own Initiate 
nay i r ° io rewarding its staff directly or indirectly. Or else, 
the managers of public enterprises enjoy the parliamentary prero- 
gative of determining, however slightly, the patterns of income 
re-d istribution . 

The rest of the discussion on pricing will be in terms 
of a given cost base. The connotation of the ‘'given cost bast", 
it say be understood, is that, subject to the several qualifications 
enunciated in this section, the costs incurred by a public enter- 
prise are the lowest possible and the lowest necessary for an 
enterprise to incur under and it ions of managerial autonomy. Thus 
whan it is argued in a particular case that the price may be ”10 
per cent above the cost", it does not merely mean "10 per cent 
above any level of cost"; it %m a ns: "10 per cent above the minimum 
possible or necessary cost". While the "10 per cent” represents 
the profit expected of an undertaking, the magnitude to which 
the 10 per cent is added is a vital quantity from the consumers* 
point of view. . : . ' V ■; 

This illustrates, again, that the profits problem and the 
pricing problem are not just different expressions of the same 
idea. T:. 

The need to effect the maximum possible coat economy is 
intensified under a policy of high capital formation on the part 
of a public enterprise. This say be illustrated by the following 
ding ram. ; ' ■■■■' ' '.Tr-/ '' -ty; V--.\ . T 



B curve, 
ales. If, 


Given the demand condi tioas as represented by the curve D, 
the consumer's interest Is affected the more, the higher the price 
is fixed above the cost curve AO. Since the requirements of 
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3. RPSPOff-lIBILITY ^0 T t PHICimi 

Unlike in the private sector where the managers are 
tiie final authors of pricing, subject to the broad policies laid 
down oy the shareholders and any governmental control on prices, 
the pricing function in the public' sec tor •'Hi diffused over the 
sinister, the department, and the managers. The diffusion is 
not without m suing. As regards the quantum of profits to be 
aimed at by a, public enterprise, the government is the right 
authority to take the final decision. For, when an enterprise 
operates under .conditions of monopoly the managers can adopt 
any of the available pricing policies and by themselves have no 
logical reason to prefer one policy and level of profit to 
another. In the few cases where profit maximisation is allowed 
to be the ala of managerial behaviour, the managers tend to 
have a clear nan. late as to what is expected of the®; in the 
other and more frequent oases, the consumers cannot be confident 
that the profits aimed at by the managers are whet the govern- 
ment wishes of them in the shape of extra-cosi payments. Profits 
earned beyond the normal margins of profit intended to provide 
for capital formation and dividend equalisation, contain 
elements of taxation, in the sense th^t they result from prices 
which far exceed the costs; where the individual excesses of 
prices over related costs, as applied to different consumers or 
regions, vary, another characteristic of taxation, namely, 
differentials in the levy, becomes obvious. Ia both these 
respects, viz,, the level of extra-cost margins and thi pattern 
of differential* in then, the government is logically the more 
competent ■ncttiority to decide than the managers of the public 
eaternrieea. 





At tli# next stage the managers of a public enterprise 
are left with the function of formulating an appropriate price 
structure compatible with the price-profits policy enunciated 
by the government, by adopting the most economical and pro- 
consumer principles o output determination and price discrimi- 
nation. 

An accurate dichotomy between the pricing policy and 
the price structure is not very easy to effect in practice, for 
the following reasons. Firstly, it is difficult to take decision® 
on pricing policy in complete isolation of those on the price 
structure. Each affects the other to sore extent, though a 
reasonable transala tion of the overall pricing policy into an 
•per opr lately diffused price structure should be possible as well 
as necessary. Secondly, it is unlikely for the government to 
limit its interest strictly to the price level; it may be 
interested genuinely in the distributional implications of the 
price structure. Even in this respect the government may 
strictly be content with the enunciation of policies? 1® practice, 
however, most governments are anxious to go further. To the 
extent that they do so, the autonomy of the management in 
determining the pricing structure is affected. Thirdly, the 
management of a public enterprise is tempted to interpret the 
public interest in Its own lights, wherever the meed for an 
interpretation arises, to their mind. In thin way price 
structures, whose autonomous formulation ought to depend 
essentially on objective criteria, tend to be characterised by 
aoa-eoamereial considerations which are logically the pre- 
rogative of Parliament and the government to enunciate. 
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Tbe purpose of demarcation between the pricing policy 
and the price structure and of suggesting that the responsibility 
for the former ought to rest with the government and that for 
the latter with the management* is realised in practice only if 
the responsibilities are formally distributed in a manner 
conducive to the demarcation and if the government desists from 
informal interferences with the price structures. Experience, 
in Britain as well as in India, has shown that, while the govern- 
ment has been reluctant to own its dominant share in a pricing 
decision going in the name of the enterprise, governmental 
insistence, behind the screens, has been the real genesis of manj 
- a decision. The prices of coal and railway transport, and the 
winter sur-charge on electricity in 1949 are examples of inform 
governmental intervention in Great Britain. The way in which tto 
intervention takes place in India is two-fold. Firstly, the 

government may avail of the opportunity of exaaiJl the budget 
estimates of a public enterprise for exercising control over 

the price structures. Secondly, the boards which usually cons! 
of official majorities can - and usually do - carry out the 
government * as wishes is the field of pricing! her® the pricing 
decisions apparently originate in the board foam and bear the 
board's stamp, whereas their unnoticed parentage is traceable 
to the government department or the minister. The public cor- 
poration Acta do not give any clear indication as to the 
relative roles of the government and the boards In disctearginf 
the pricing function. Nor are the articles of the government 
eonpanies of particular value in this respect. 

The advantages of reserving the overall pricing poll 
for governs® at#! determination are as follows. Firstly, the 






































Secondly, the prices of a public enterprise ought to 
bo the basic guide to further invest neat decisions, subject to 
the argument of indirect returns presented earlier. This is a 
slightly different and extended version of the concept of profit 
as a guide to investment decision. At this stag© the price 
structure, besides the price level, assumes importance, since 
indications of investment eligibility ought to b® available wi tb 
reference to particular products produced and/or regions served 
by an undertaking. Tb© overall profit is of little practical 
significance if it is oowprised of widely divergent rates of 
profitability among the different markets which the enterprise 
caters to. Expansion of output and capacity is desirable in 
areas where the price-cost differential is the most favourable; 
whereas contraction is justified in areas, or in the production 
of products, whose price-cost ratios are positively unfavourable. 
As a first rule the managers of an enterprise nay be required to 
formulate an objective link between price structures and 
investment decisions and the government may the® examine whether 
the output implications of those decision taken on commercial 
grounds are equally justified on other grounds. The onus of 
proving the propriety of a deviation from the autonomous dee is ions 
of the managers thus rests on the government and cannot be 
indifferently borne in a^igilant democracy. For the prices to 
operate as a guide to individual investaent “decisions within 
an enterprise, it is necessary to provide it with the nest 
conducive organisation and accounting practise. 

Thirdly, an enterprise, just because of its organisation 
in the publlo sector, ought not to disturb the purpose! ulnees 
of prise as an instrument of enabling ooasnnors with similar 
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purohasing power to derive a similar quantum of utilities. Tills 
is already dim tombed, to the extent that monopoly elements creep 
into the economy. Public enterprise can easily be an additional 
interference with the efficacy of the price Mechanism, unless 
sufficient care is taken to establish the relationship between the 
pries charged and the related cost. It is not suggested that the 
relationship should be same in the case of. every output sold* 

It may be unequal either for social reasons, woich are external 
to the autonomous decisional machinery of the enterprise, or for 
soae valid internal reasons of the undertakings. Within the 
legitimate limits of a pricing unit - a subject for discussion 
In the next section - diversities in the price-cost relation- 
ship among different consumers way be considered as a normal 
feature of commercial operations . 'Phare the diversities cannot 
be explained on thes^grounds and yet are practiced by the 
managers, they reflect their indifference or inefficiency! in any 
case, they eventually cause iaooae shifts as between the consumers 
which the community has wot intended through the medium of 
the public enterprise in question. 

Finally, the prices of a public enterprise ought to be 
so employed as tc enable it to one rate at the lowest cost possible 
This my be achieved through appropriate price orperi mentation of 
which an important aspect relates to the very choice between 
n sifigl* price tad « price pattern. A special case of price 
experimentation is the two-part tariff* possible with some public 
utilities, which is likely to entourage output exnansi one 
accompanied by declining coat®. 
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5® TH3 PHICOO UHIT 

•'me of the vital questions relevant to public enter- 
prise oricinf is the si«« of the prising unit. This tire 
connotes the area of coiinuners, products, or regions that may In 
t*ik®n as m unit for the purposes of price fixation. It i-a plies 
the determination of the price or prices within that unit o® tie 
overall basis of the costs relevant to that unit. If, for 
ina trrsnr, the pricing policy fixed by the government or otherwise 
calls for n 10 per cent msrgio, the principle is ordinarily t® 
be an -lied to every one of the pricing units, such that, other 
tb-rgr being equal, the price-cost relationships among the* 
wy be do tor rained approximately by the 13 per cant criterion, 

Xr other words, the margins should not Itoo widely \ii spersgjf rora 
one another, though their averftjra works at 10 par cent. 

The size of the pricing unit depends on three factors* 
(a) the possibilities of division or allocation of the ©oats 
incurred by the undertaking, (b) the convenience of sub-divlsio* 
of the ssnrko t , and (c) the managerial willingness to avail of 
the price-cost relationships within the organisation with 
a purpose. A broad consent on these factors is that few attempts 
have been made by the generality of the public enterprises in 
India to proceed with cost imputations to parts of the producing 
or selling process. Attempts at the sub-division of nsrketa 
are limited by the fear of public criticism that it represents 
n return to a capitalist or profit-making practice. The willing- 
ness to formula cc distinctive pricing units within an enterprise 


organisation should be of special benefit to the less favourably 
pissed consumers and regions. 

The purpose of demarcating distinctive pricing units 
with in nn organisation - this any not be applicable to very 
snail units where such a demarcation is unnecessary or of aoai- 
rial value - is, firstly, to confer on a region or a group of 
consumers too p "ice benefits to which it is entitled on grounds 
of i;s location, and size and pattern of demand, in relation f© 
the cost conditions under which the production and selling 
activity concerned takas piece® h'ot to do so flouts, without 
logical remon, the fundamental claims of one’s eligibility to 
one’s own natural advantages, { It is not denied that circumstances 
may exist in which to qualify tbs eligibility, but then® have 
to bn indicated by roue governmental authority, and in f iarneaa 
to the consumers affected, the advantages expected of the 
qualification should be capable of reasonable demonstration.) 

A fir.UEw that an enterprise divides its market into 
throe parts, by product, region, or consumer group, and that 
the respective co* ; t funs tions in the ran *> o 4 outputs supplied 
at a given time in, those markets are represented toy Cl, Cj> mud 
C3 in the following diagram. If, instead of price diff ore*- 
tiatioa there obtains a single uniform price V in all the 
markets, a consul** r in the market M3 who wishes to hey* more 
of the product by offering a price of P3 is denied the 
additional consumption, though the price he is villiii£ to pay 
more than covers the related cost®. Likewise the consumer* 
i« Market M2 will be unable to get more of the product eve® 
at « tiigktr priooFg, si*«« it falls short of the ■ mlf on ppt«# ■ 
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tfcougb it stands above the related costs. It is only when the 
price that a consumer is willing to pay for the additional out- 
put, assuming no change in the iost function, exceeds the prise 
? that *he prospect of increased consumption holds good. Strange 
ly at the slightly higher price of Pi the consumers in market 
Ml are at ones enabled to enjoy a larger consumption of the 
product, though oven tho new price happens to be lower than the 
related coots. " , b«rse inequities will disapper if the three 
market:; -ire considered aa different pricing unite. 




in tb® pablio sostor or Rs.1.4 crorea, if tbs Hs.300 ororo 

Hindustan Stssl Ltd. is loft out of tb* aaleulation, nn against . 

t 

in .4 Inkbs in tbs prtvots Motor. Tbs oonoopt of lory* . #*f oni- 
t stior* w# r « Its notsrnnsot sononnins vilb s iaiM**o» mini Ini of 

aafc^,.’ ...> .m.JO.mh M ... .«k.i>^..A..^ .w. Jfe. . #& ^ ^.A, . ■-* M ^ ‘ a_,J» iLJL, . '. 
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satiOH is partly in terms of the share of the enterprise in 
the market or industry concerned. A public enterprise aay be 
large in three senses. It may be multi-region, multi-plaat or 
multi-product in nature. Though these are not new categories 
coming into existence because of public enterprise, the fre- 
quency of such organisations is greater in the public sector. 
Examples of fault i-regionol enterprises are the Life Insurance 









-130- 

Examples of nulti-produet public enterprises* arc yet few. 
(In this country nulti-produot organisations nr® fewer than else- 
where, even in the private sector. Far example , there Is nothing 
so big as the laveri 1 rheroical Industries Ltd .of 9.f. here,) 
Hmd.jstan Machine Tools Ltd., now extending to watch asking, 
Hindustan ’ ire raft Ltd., mrnuf' cturing planes as well as railway 
coaches, and "tots "riding Corporation of India Ltd., operating 
in several unrelated fields of monopoly trading, say be cited 
3;? illustrations. 

At this stage it will be helpful to give an illustrative 
acco ! nt of the nature of pricing units into wbinu enterprises 
coming under the above description subdivide thettaelvee. "'ha 
State Tectricity Boards generally maintain revenue records 
regionally, but not the corresponding cost records. To sore® extent 
the technical difficulty of regional cost division is under- 
standable; but this alone does not explain why no attempt even 
tt broad regional allocations of cost has been attempted by many 
Boards and why the experience of foreign electricity undertakings, 
such as the British Area boards and sub-area, in this field 
has not been purposefully studied. There is a tendency for the 
Fond Trcnanort Corporations to operate in terns of a uniform 
far® over the entire - in soae asses, very wida - araas strvad 
by then. Till early in 1961 the Andhra Pradesh Plate Road 
Transport Corporation did not try to analyse its financial posi- 
tion regionallyi the recent attempts have been at the instance 
of the Retinites Connittee of the Andhra Pradesh Legislature, 
end » special eenmlttee of enqhiry. The accounting regioaali- 
•ntion of the railway® is Halted te lbs nonnl level - eve* 


here during 1952-54 the apportionment of earnings and costa among 
the zones was considered unnecessary and given up; no further 
cost imputations to regions or revenue heads are attempted* It 
is not easy for the public to know how the price-cost relationships 
stand on a branch line or in a wider section below the level of 
the zone itself. In tho case cf Etate Tr ding Corporation of India 
Ltd. commodity-wise accounts were published in 1956-57* though the 
practice was replaced by "a summarised account" in the next year. 
This keeps away from public notice the nature of losses sustained 
in certain respects, as against the profits in others and we have 
no way of being confident that the losses and the gains art both 
appropriate to realise and that no undue inter-consumer and inter- 
product subsidisation takes place. 4 The Kstimates Committee’s 
observations on its losses on soda ash during 1956*57 ns well as 
1957-53, create enough room to suspect that the pricing policy 
followed in respect of soda ash was not a conclusively justified 
on®. "The Indian Airlines Corporation is another interesting 
example of widely s oread operations charset irised by widely varying 
degrnrn of price-cost relationship. On so toe routes not even 
the "direct costa" are recovered; and "all the freighter service*" 
were run at a los- during 1956-58.* '' 


In mil these cases an inter-consumer shift* either by 
product or by region, is involved, and is derived mainly from 
the largeness of the unit of cr gamiaatloa* ttnaceompaaiad by 
statutory or any other stipulations as to how the diverae ooaaumer 


1 Even the Minister refused to give information on commodity-wiae 
profits of the State Trr iing Corporation of In-sin Ltd. 

"in the interests of the Company" while agawerimr a quo at lea la 
Lok Sabha, Vel.XXXIT, Question so. 309. 1959* -JM ._ 

^-flMr-'-freifh^er -losses -msetmted to la. 19 *48 1 ateh # i m ..1956-51 J»4 
jvjrtftgegbf mWinsrtWf^r, * Pub! t* AssmM - Cewst 195W0 » 
^*4*0* §MI» p*108r 
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The Indian Airlines Corporation is another interesting 
example of widely spread operations characterised by widely 
varying degrees of price-cost relationship. On some routes 
not. even the ''direct costs'* are recovered; and "all the 
freighter services" were run at a loss during 1956-58. 1 

The financial data, by groups of routes .show in columns 2,5* and 
8, the profit or loss of the Corporation on each group in 

•Mz. 

the three years 1957*60; in columns 3*6, and 9. profit or loss 
as percentage of the costs of the group; and in columns 4*7* 
and 10, the relative share of a group in the total overall loss. 
These give us a general idea of the varying cost-revenue 
relationships in the different distinguishable markets of the 
enterprise* 


1 The freighter losses amounted to Rs.19.48 lakhs in 1956-57 
and Hs.18.09 lakhs In 1957*58, Public accounts Committee, 
1359*69, P.A.C., 52-11, p.102. 
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In ali these eases an inter-consumer shift, either by 
product or toy rog ion, is involved, and is derived raa i nly f rom 
tne largeness oi the unit of organisation, unaccompanied by statu- 
tory or any other stipulations as to how the diverse consumer 
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In all these cases an inter-consumer shift, either by 
product or by region, is involved, and is derived mainly from 
the largeness of the unit of organisation, unaccompanied by statu* 
tory or any other stipulations as to how the diverse consumer 
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iat®r«sts may be dealt with later so . Tb® inter-consumer subsi 
dies flowing fro* the operations of the Indian railways are 
probably so serious as to require a special study. 


The reason why pricing units within a large oublic 
enterprise *re not demarcated and why inter-confluner subsidisations 
consequently take place continuously, is that there is limited 
prospect of entry by outsiders into the industry. Sometimes 
th? ban on entry is statutory! sore often it r suits fro* the 
shyness of private u its coning into an industry dominated by 
public undertakings. Being free, in this way, from an important 
challenge of competition, a public enterprise is able to retain 
to itself the demands which are denied their due price benefits. 

For example, the buyers of cement cannot turn to any other 
agency than the State Trading Corporation of India Ltd. nor can 
road passengers in a densely trafficked region, monopolised by 
a state undertaking, look to a private operator for the benefits 
of low fares which - let us assume - the traffic conditions 
of the region can make possible. 


The c ncept of a uniform price seems to have gained 
wide currency in the public n*eter* though it is not sufficiently 
realised by many that its main justification rests on non- 
eommere ial cons id era tions. It is not proposed to go iltboratll) 
into this question in the course of the present discussion; 
it may be concluded briefly that, wherever uniform prices do 
mot spring from uniform cost conditions, they eomstitute am 
unnoticed medium of Inter-consumer shifts of benefit. 

1 For a full discussion of uniform prising see Professor 



It is true that the connercial operations of private 
enterprises are not totally free from such shifts. However, 
the shifts that persist are those that survive the rigorous 
tests competition which continuously diverts the "creaa" 
markets to lover-prised now entrants. Besides, th® aras of 
monopoly control gradually extend to the detection as well as 
the elimination of undue discriminations as far as practicable. 
In any ease, an unnoticed or unreaedied practice of private 
enterprise is no precedent for the public sector; it nay be 
resseabered that the inter-consumer discriaiantions, when 
practised by a public enterprise, can be more deliberate and 
less controlled. 

The concept of the pricing unit has a great purport 
in th<* r«alm of price control over public enterprises. An 
important requisite of price control is the location of inequi- 
ties in the price structure, vis-a-vis a consumer or group of 
oonouners, given his or their conditions of deainnd as against 
the related conditions of cost. In this teak the agency of 
price control ha® to proceed on data analogous to the concept 
of a prising unit suggested here. 

To conclude on the pricing unit, the desiderata are 

(a) that large public enterprises ought to undertake cost 

1 

allocations to the naxiaua extent possible, (b) that the spirit 
of coapetition ought not t© be suppressed a song the distinctly 
deataraa table units within an enterprise, (c) a bolding-eoapanj 
type of organisation, identifying , if not nnxinining, the 
finaasisl potentialities of each unit, is preferable to n 
eonpletely monolithic structure, and Cd) that the relativltee 
between the price-cost ratios of the different pricing nnits 


have to be fixed, if otherwise than at parity, on internal grounds 
of capital formation and, more i:i port lastly, in consultation, with 
the government or the Public '‘nt or arise Cousin si on (suggested 
already . ) 

6. PRISHOT A1TD TAXATION 

Public enterprise pricing is closely related to the questier 
of taxation, 'the government’s expectations of income froa an 
enterprise or industry way bo effectuated in two ways? by levying 
a t hx os the product, or b • si. lowing the price to operate in favour 
of profits high enough for transfer to the government. The two 
aspects of tax elements in pricing are, firstly, that the enter- 
prise raises a revenue fnr in excess of its own needs, with the 
in ention of contributing large amounts to the public exchequer and, 
secondly, that the enterprise operates price differentials whoa® 
basis does not lie in reasonably demonstrable sort differentials. 

In the i eraser case the consumers as a wh o a ere wide to pay a tax 
revenue through the price, whereas in the latter some consumers, 
alone or wore than the others, ere sin Jo to contribute towards the 
government •» tax revenues through the price differentials. 

The essential point thnt differentiates s pries from 
the tax elements is that the orice strietly la te be determined 
ea the basis of the related seats,:? the appropriate prlee-ooot 
relationships being determined by the internal revenue eonslderatic 
of the enterprise, whereas the tax elements earn be quite arbitrary 
determined. Te isolate the tax elements from the prime as far 
as possible tins the following advantage*. 




Managers of » public en terrorise are not ehostt 


for their ability in the Hold of taxation and the considerations 


rl:/in{; tax-inclusive pricing arc not the ssae as the budget 


cly or trained to take into account 


ii) The tax elements contained in tb 


result from a formal discussion by the rep: 


hst include 


oayxtia bian prices 


and the »oirern»e«t. this favour 
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profit transfers to the public exchequer involve shifts of 
benefit and income re-distributions anon# unrelated consumer 
groups . To the extent that such a re-distribution is deemed 
necessary, the government may devise a more open system of 
taxation. 

7. Chir-IDL PiiYLTC 'MT’TrTil'T FHIC^S 

As a prelude to the discussion on control over public 
enterprise prices, we may make a. brief review of the varying 
pricing practices adopted by the® today. These may be classi- 
fied as follows® 

( A. ) Pricing practices 

(a) Prices subject to governmental fixation i The 
nrioes of certain commodities, such as steel, fertilisers and 
cement , are subject to governmental fixation. The fixation 
takes place on the recommend at ions of the tariff Cowm.ssion or 
specialised agencies such as the Fertiliser Pool. The reason 
for such pr."iee fixation is not that all the producers or 
sellers are in the public sector but that the government desires 
to regulate the prices of certain essential commodities, 
produced in either sector. The characteristics or processes 
of pritt fixation are not, therefore, directly related to the 
principles of public enterprise pricing, except for the 
possible influence that the public enterprises, constituting 
the major bulk of an Industry, may have. Their cost efficiency 
or profit target* nay affect the price fixation. For example, 
the recent enhancement of fertiliser prices night have bet® 
dm* to the **m»**i*l adversity of the major public sec toy 
undertaking at simdti® 


















*8 a subsidy 


Pricing on the part of losing enterprises Is a oosplex 


























B. Price control 


The question of prise control is closely related to 
that of profits regulation. The latter has already been discussed 
in the previous chapter. We shall concentrate here on the aspects 
particularly relevant to the control of prices, as against the 
profits. 


In the first place, prise control is necessary in order 























preainence at a time whan oven with reference t® the private sector 
a strong machinery for dealing with monopoly power is absent | what 
is essential now is to realise that the problem of monopoly is 
worth dealing with, though it arises in the public sector, Essen- 
tially the interest to be protected is that of the consumer and it 
little matters to hi® whether the enterprise operates in the publie 
or the private sector. 

A purposeful and independent machinery of monopoly 
control ever the public sector has the welcome advantage of 
appraising the taxpayer of all those eases where the financial 
performance of an enterprise is toe low for prises ceapatible with 
the consumers* interest, without a subsidy from the exchequer. la 
other words, the pathology ©f a losing enterprise ©an b© accurately 
gauged, 8© that the taxpayer can decide whether the east of 
subsidy shouldered, by him is a legitimate or necessary one. 

The Railway Rates Tribunal is the only priae controlling 
agency in existence in s® far as the departmental organisations 
are concerned. It has very limited functions and cannot inveati- 
fate questions ©f general rate level ©r even the rate structure. 

As regards the public corporations, the Air Transport Council 
is the only advisory body, set up under the Air Corporations Act, 
1953, to investigate, at the request of the government, "any 
■otter relating to the fares, freight rates or other charges levied 
by either Corporation*’ (Section 31). ^en this inadequate agoney 
is likely to bo obeli shod as a remanent agoney. 

Thus there is too little provision for statutory ' ' , 

control over public enterprise prints in India. 
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C. Administrative aspects 

In conclusion* we shall exswine the administrative 
aspects of prise control® 

(a) Primarily the Acts of public corporations ought le 
be revised so as to indica-ce the desirability of prieiitj en the 
cost basis in all those cases where the enterprises are intended 
to operate* -on business -principles*’ . Wherever a deviation is 
felt da .-sir able, the *cis may suggest the nature ©f the deviation 
as well aa the criteria of applying it to particular situations. 

(b) The form of organisation of a public enterprise, 


for example , public corporation, yovernuent company or department* 
isntion, ought not to sake any substantive difference t© 


gfol 
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(d) Common principles of price control have to b® 
applied te the stnte and the central enterprises, since it makes 
little difference to the consumer whether the product toe consumes 
is produced toy the state government or the central government. 
Incidentally the establishment of uniform principles ef an int er- 
st* t *» rind st ■~ 1 t o-oont r<il ctoa racter has the advantage of placing 
all consumers in the country on a par with one another in respect 
of the price leal they can expect from the public enterprises* Te 
make the point clearer, the ©ensuaers of all regions will be equally 
enabled, for example, te ask for an efficiency challenge as a 
preliminary t© proposals ef pries enhancement . 

(e) Consumer councils say be established, as in the 
case of hrr-it Britain, at leant for the major public utility 

industries. 

(f) The Public p ntsrarlae Cowni^sicn, whose establishment 
was suggested in the previous chanter, mry ooersto as the converging 
point f©” the price tribunals* activities. Since the Commission 

ha s<ian import m t role t© play in the enunciation of profit target© * 
i t will hi* logical for it to have an overall en-ordi noting role 
in the realm of price control as well, for* the questions of 
profits sod prices are inter-related at several points. Further, 
if the Public nt si prise Commission stands at the apex ef the 
price control mechanism there e»» be a guarantee of uniformity 
in the approach of public policy te public enterprise pricing, 
whether of centre! enterprises &r ef these ef any state gevtrn- 
rnent. Sc the price tribunals may operate as the specialist (mad 
federated) wings ef the Commission, relieving it of the details 
ef expert work eat prising matters of individual enterprise* stilt 


working under the principles and criteria set by it. The Conalssiaa 
by Itself will then not miss the wood for the trees, while the 
tribunals will ensure that, at their level, the frees ere a©t 
sissed for the weed. 

Cj5 Another function of the Public ’nterrrise Ceanissisn 
nay ho :ser? l 'ioned in conclusion. Certain public enterprises are 
expect ?i to cheul'ier social responsibilities of which periodical 
onunci uion ©ught to aaorgo fro.ii the gavorna&nt ©r Farlisaent . 

The rer-porjsibili ties are iisebar^si aainly through the output end 
pricing policies. These, therefore, tend to bo under the ooaposita 
influence ef ceeiterciel and non-eoswercial considerations. How tha 
tv® are oe alined nn& whether in ultimate result tha enterprises 
concerned *r# able to give m adequate account ©f themselves in 
respect of tho social resoonslbilitles plaaod cn the*, are mat tors 
which have t® be exaained from time to tine . Another version of 
the argument is that the oenpatibiXity of public enterprise ®p® ra- 
tions with tha overall sooio-econenia policies af tha governnant 

' tha 

haa ta bo assessed periodically. In/mnj fields whoro ant erprlaes 
art under no logical impact of the government *« seoial policies, 
the aaaaaaaant will be af nominal value? whereas la the at her 
eases, pnrtiaularly the public utilities, they as suae iapertaaee. 
Isstaad af Pari lament, tha »ublic Enterprise Commission aay to 
as apprapriata agenay ta undertake the work, tbetagh tha final 
vsrdiat an its findings aay aaaa fraa Parliaaant . Tha asaesaasnta, 
it aay be neted, aay aaaa ante in save five or seven years in 
tha Ufa af each aajar public utility or baaia industry • ■. . 

A word in *rha and regarding the Pabiio ntarpriaa 
Chawilnniaa* It any appear that the funetiaas autlistad far It 




'■«ke It not only an iapertont body but one weighed with heavy 
responsibility . If on® uses these as points of orifcieisa at 
the idea of the 3o«&i as L on , the simplest answer is that it is 
irplicit in the growth of the public? sector in India, that 
setae ana nust do the work land bear the heavy responsibility 
suggested bore for the Coawission. la the absence of a Cemissien 
ot this type, the work and the responsibility get concentrated 
in the gevrrnwnt, Tt 1? doubtful whether we should entrust 
these to the executive wings of the gov^rneent itself j it is 
ev-sn aoro doubtful whether the respons bility will then be adequate- 
ly discharged in the substantive sens®. 
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To concluda t Th© relationship between profits and prices of an enterprise 
is not simple? and the latter call for special attention distinctly from the 
former. 

Public enterprise prices differ In motivation from those of 
private units. Their supnly conditions place them, inherently and parti- 
cularly in the present circumstances of their organisation in India, under 
a. bins of high cost on the whole , It is necessary for us to examine all 
possible and reasonable ways of minimising their cost excesses. 

The diffusion of responsibility between the government and the 
public enterprise respectively for the pricing policy and the price structure 
ore sent s complications in practice. Every effort mat be made to uphold the 


diehotony between these aspects. 

Price has an Important function In the Indian pattern of 
economic organisation, in promoting adequate capital formation, offering 
investment criteria and making the lowest coat structures possible. Ho price 
should innocently operate as a tax. Pricing is most efficient when related 
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CHAPTER FOUR 

THE PINAKCIAL ORflAWI RATION 

The term financial organisation is likely to connote 
several ideas. It is* therefore, proposed to indicate, at the 
outset, the questions covered in the present discussion, 

1. THT CONCEPT OF FINANCIAL ORGANISATION 
(a) The connot it ion 

The discussion relates mainly to the structural aspects 
of public enterprise finances and is allied to economic criteria 
rather than accounting procedures. The matters excluded may be 
indicated first i internal questions relating to the financial 
procedures of expenditure etc., internal organisation in the 
field of finance and accounting, for example, the role of the 
Financial Adviser, the system of accounting, internal audit, 
cost accounting, annual audit, and, in particular, the efficacy 
of full audit or test audit by the Comptroller and Auditor 
General. Nor are we concerned here with the presentation of 
financial information and the form of financial statements 
submitted annually, or with such inconsistencies in accounting 
practice as the inclusion of a given item in the profit and loss 
account by some public enterprises and in the profit and loss 
appropriation account by others. The question of what ’limited’ 
meaning the annual financial statements presented by the public 
enterprises today tend to have for the economist is not directly 
within the purview of the present chapter, though brief reference 
to this aspect may be mm at certain places - in the last 
section In particular. 
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The questions considered here may now be outlined? 
the capital structure or the pattern of long term funds obtained 
by a public enterprise and the mechanism of rewards on the 
investments; the procurement of capital, particularly as to 
source and timing; the effectiveness of utilisation of resources, 
with special reference to the assessment of the economics of a 
project, capital budgeting, the efficacy of estimating the 
financial requirements of a project, the phasing of capital 
expenditures, investment choice among alternative possibilities 
of project composition, and the diffusion of responsibility for 
the effectiveness of resource use between the government and 
the public enterprises; and the nature of consistency among 
the nubile enterprises in those matters where consistency is 
desirable and can be promoted. 

At this stag® two qualifications may be mentioned 
regarding the examples cited from the experience of certain 
public enterprises in the course of the discussion. First, 
let us forget the identity of the exam ole, since our main 
purpose is to build up the argument of financial organisation. 
Secondly, there can be two sides to many an instance cited 
here; yet the citation is made because the practice under 
comment is of sufficient content from the angle of an economic 
principle. The illustrations are entirely neutral to the 
aspect of personal honesty on the part of those responsible 
for them, ' . ; ; ■ y / : - . ■ : ; . ■ ty ,■ . ■ 

(b) ^he principles ' ^ , - \ . . - ; 

The discussion may be prefaced with a brief statement 

of the basic principles which the financial organisation of 
the public enterprises 1® to subserve. 
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(1) The financial organisation of the public enter- 
prises, in the several senses in which the concept is developed 
in the present discussion, is to contribute to the realisation 
of the pricing and the profits objectives enunciated in the 
earlier chapters. In other words, the structural arrangements 
in the field of finance must enable every enterprise to work 
automatically towards the pricing and profits policies declared 
as appropriate to it. The role of administrative agencies in 
this respect is bound to be limited, if not 'purposeless, if the 
financial framework within which a public enterprise operates 
is itself not conducive to the realisation of the pricing and 
profit ends. 

(?) To emphasis© one of the aspects broadly covered 
by the above dictum, the financial organisation ought to be 
conducive to the right allocation of the nation’s resources. 

This is to take place not only at the time of initial formulation 
of priorities among investment opportunities, but through the 
continuing medium of capital utilisation, revenue budgets 
and periodical changes in capacity in either direction. 

(3) The financial organisation of the public enter- 
arises ought to be compatible with the national financial 
policies. Broadly an efficient government ensures that all 
economic activities, whether m the private or in the public 
sector, are compatible with its overall policies at any given 
time. However, the compatibility is to be specially strong 
in the case of the public enterprises, for nt least three 
reasons* (a) the government has to devise taxation and pricing 
m alternative or suitably supplementary instruments with 
reference to the public enterprises; (b) the government has 
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to regulate the raising of capital by the public enterprises in 
view of its ultimate responsibility, through guarantee, for the 
"ayment of interest and principal; and (c) the government may 
have to weild the expenditure programmes of the public sector 
coinplomentarily to those of the private .sector in certain cir- 
cumstances, decreasing the quantum when the outlays by the latter 

are in boom and intensifying the outlays when the latter are 
1 

in slump, ('’’he third reason is perhaps of limited significance 
under the current conditions of planned expenditure in India.) 

The requisite of compatibility may be ex ore ss eel in its negative 
aspect : l he public enterprises, in their privileged circumstances, 
ought not to act in a way that clashes with the overall national 
interests such as a properly phased ana conserved utilisation 
of foreign exchange resources. In fact the need for utilising 
funds with the maximum economy is an inherent qualification to 
the very success of the Indian plans of economic development; 
and the financial organisation of the public sector should not 
be such as to disrupt, that objective. 

(4) Public enterprises ought to be provided with a 
financial organisation which guarantees them with adequate 
financial autonomy, consistent with the necessary degree of 
governmental influence. The latter is to relate mainly to the 
capital budgets and the major policies of pricing and profit- 

1 For instance , the British White Paper on Employment Policy 
(Cmd.6527) emphasised that r, £or the purpose of maintaining 
general employment it is desirable that public investment 
should actually expand when private investment is declin- 
ing and should contract in periods of boom". 




emphasis© the propriety of uniformities in 


the provision of interest on capital and welfare expenditure 


In the absence of such uniformities, we can never know from 


the figures of net profit (or loss) of two enterprises 
whether they are fully comparable in drawing useful deductio 
on their financial oerf orraance. 
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( i) In the public sector many elements of financial 
organisation are the product of deliberate decision on the 
part of some governmental authority. Though the limitations 
of monetary policy, balance of payments policies, foreign 
exchange rationing, industrial licensing and control of 
capital issues, equally constitute a given network of external 
decisions for a public undertaking as well as a private under- 
taking, the former is under an additional impact of external 
decision, the like of which does not operate on its counter- 
parts in the private sector, in such aspects as the composition 
of the caoital structure, the phasing of capital expenditure, 
the provision of depreciation, profit appropriations, and the 
choice of source of capital, and uniformities in financial 
practice among different units. In all these respects every 
private enterprise is theoretically, and, to a substantial 
extent, practically, under its own volition. This is why it 
is necessary for us to discuss whether the financial organisation 
set for the public enterprises is of the best order. 

(ii 5 Whatever the financial framework that a private 

undertaking formulates for itself, it is capable of prompt 

corr ction, whenever necessary, because of the driving force 

of self-interest on the part of the investors. Subject to all 

the diminutions in the shareholder’s role that have progressively 

taken place, this remains broadly true. The public sector, 

on the whole, lacks comp vrable strength in such a corrective fcrcl - 

1 For instance, the Public Accounts Committee of the Mysore 
Legislature, 1753-59, observed with reference to the oast 
iron spun pipe plant of the Mysore Iron and Steel Works, that 
** after going through the records, the Committee uaa eoavinoed 
that the higher officers in charge did not ■ beat©* proper 
attention in initial planning *’* 




Hence the need for designing a suitable financial framework, 
which takes over part of the responsibility shouldered by the 
element of personal interest and initiative in the private 
sector, 

(iii) Public enterprise is a relatively new insti- 
tutional experiment; and the right conventions of distribution 
of financial responsibility among the government, administra- 
tive tribunals, and the public enterprises are yet to be 
built up. "'here is the additional complication that a single 
authority possessing . the highest power in the country, viz., 
the government, has to formulate its financial relationships 
with a large number of undertakings operating under diverse 
conditions, economic and non-e conomic. The position is further 
complicated in India by the exigencies of foreign exchange 
allocation and the targets set by the plans* An advantage 
that the British public enterprises have and the generality 
of l he Indian public enterprises do not, is the long established 
financial conventions on the part of the enterprises; for, 
there has generally been nationalisation of long established 
enterprises in Britain, while many of the public enterprises 
in India have been sponsored for the first time* This 
intensifies the need for building up a suitable financial 
organisation de no-'VO* 

2. THB CAPITAL STRUCTURE 
k, The pattern of capltalisatlea/ V. 

The relationships between equity capital and bonded 
debt varies diversely as between the public enterprises. For 



the 22 in lust rial undertakings completed and in full operation, 
lintel oj: in the? O.T.9.** publication referred to in the first 
chapter, the total borrowings were about 35 per cent of the 
total paid-up capital in 195*3-60. -Among those with higher 
ratios in that year were Hindustan Cables Ltd. and fiindri 
■’art i liners and Chemicals Ltd* Next in order came Hindustan 
Machine Tools Ltd., National Instruments Ltd., Hindustan 
Insect i 'idea Ltd., and the Naban Foundry Ltd., On the other 
m r ' enterprises such as Hindustan Antibiotics Ltd., Mraga 
Tools Corporation Ltd., Bharat electronics Ltd., and Orissa 
Mining Corporation Ltd., had no bonded debt. 

The purpose fulness of the relationship between 
equity and debt capital may be understood by examining the 
reasons whv industrial and commercial undertakings seek to 
procure funds usually through both the media, "here are at 
least three reasons in the private sector. Firstly, if hjsib 
profits are realised, the limited interest charges on capital 
debt will enable large dividends being enjoyed by the equity 
holders. Secondly, the debt capital can be rejifUid either 
when sufficient reserves are accumulated or when a contraction 
in capacity is contemplated. Equity capital on the other 
hand, cannot b© rejh&id under the Companies Act, Thirdly, 
the procurement of debt fun- 1 * keeps undiluted the equity 
holders’ control over the company's policies, for the supplier* 
of debt capital have no voting rights. These reason* have 
nominal value under the present condition* of the public sectoi 
Most of the long tore loam? are derived iron the government* 
and equity trading is of limited value in that the government 
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fains through high dividends on its equity capital what it loses 
through ttph low interest on its lean capital. It is where the 
debt cm pit ‘il is procured from non-government el sources at fixed 
an i relatively low rates of interest that trading on creditor 
funds c'm be of significance. 

It is doubtful whether the repayment of the debt 

capital is a probable event in the fordable future in the life 

of many a public enterprise, for one thing, expansion is the 

feature of most of the enterprises and, for another, the proapp ct 

of re-investments may not be so great as to enable them to pay 

back' the long form debt capital. For the best disproof of such 

a prossoct, we may turn to the Estimates Commit tre* a doubt, 

with reference to the hug© loan capital of Hindustan Steel Ltd., 

whether it would be in a position to repay it ”in the forgeable 
1 

future”. 

The last reason mentioned in the context of the 
private sector has little application to the public enterprises* 
for the governments position of control over them can never 
be diluted by an expansion in the equity capital, of which a 
minimum of 51 per cent is bound to remain with it as long as 
the undertaking is a government undertaking. 

Empirical evidence, strangely, indicates that the 
public enterprises should not prefer e aphasia being placed on 
the loan capital* for the loan carries an interest which is 
charged to the revenue account, whereas the dividend on equity 
capital is an appropriation of the profit. Whether the undertaking 

I Kati nates Coawittee, 1158-59, f.c.So. 105, on Hindustan 
B t €•">;; L It t. fl * t P * 4 - * 
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raakes a profit or not, the interest charged is a fi-ced commit- 

:r.ent. An undertaking making low profits or sustaining losses 

should therefore be glad to have the highest possible ratio 
total 

of equity to/cspitnl, For example* the Mahan Pound ry Ltd. 
proposed to the government the c nversion of its loan Rs.7.5 
lakhs into share capital, because, "though the profit of the 
Foundry in 1958-59 was expected to be about 9s. one lakh, this 
return was not considered adequate on a total paid-up capital 
of Rs.40 lakhs and, therefore, it was thought that, if this 
loan was converted into shore capital, the Foundry would be 




1 
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The predominance of equity capital, in the generality 
of the public an terrorises, has led to the unfortunate result 
of rot giving the public an accurate impression of the returns 
foregone from several of them? for, a dividend not received does 
not enter the profit and loss account, unlike interest not paid 
but. outstanding. Further, year after year there is no "carry 
forward" of the unpaid dues of dividend since there can bo no 
such on equity capital; so that, if one looks at the financial 
accounts of an enterprise which did not pay dividends for say 
ten ye^rr,, one does not know what the enterprise has really 
meant in t»*rma of finance costs all along. Very few public 
enterprises have declared dividends in recent years; saw of those 
that did not, have bean accumulating reserves, while others 
h vt not hud enough profits tor the purpose. It should be 
interesting to a.sduce some factual data on these aspects. Among 
the profitable enterprises with sizeable reserves, lot us start 
with the Hindustan Antibiotics Ltd. At the end of 1159-60, it 
had a total reserve, inclusive of the development rebate, of 
its. 179.75 lakhs, as against a paid-up capital of Ha, 247.26 lakhs. 
The reserves thus formed about 73 par cent of the capital • 

But during 1954-60 the Company never paid any dividends. If 
we compute this at 6 per cent on the capital figures in the 
different years, an amount of Hs.70.74 lakhs was foregone by the 
government under the head of dividend not received. When the 
reserve, to have meaning, is considered In net terns, it comes 
down to Rs.108 lakhs end works out at 44 per cent of the capital, 
which is still a very good indication of the financial perforssanci 
of the Company. Tb din nt&n Cables Ltd, had a total reserve 
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csf ^ 3.105 lakhs -towards the end of 1959-60, which worked out 
at 52 per cent of the capital outlay. Since a small dividend 
of 2 per cent was paid during the previous years, nationally 
an amount of Rs.25 lakhs was lost during the years 1955-60, 



though not different in principle. For example, the \s 
Hotels Ltd. made a loss of Hs.55.86 lakhs during 1956-6 
the net loss was much more than that, since the dividen 
foregone of about Rs.25. 5 lakhs during the period at 6 
has to be taken into account . To take but another exam 
Bharat Electronics Ltd. made a loss of Re. 20. 37 lakhs d 
1954-60 | though, In real fact , the dividends foregone b 
considered, the loss sustained by the taxpayer shoots u 
Ha. 1 13.76 lakhs. If the capital were treated, not as « 
bat »• beaded dobt, the totality of loss involved would 
Iem4 obvious expression in the financial aaoeunts of 1 
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undertaking? itself. 

The equity device can be a convenient medium of 
concealing the real quantum of factors employed by a losing 
public enterprise, unless (though the legal friction of equity 
does not require it) a notional provision is made for the cost 
of capital which has not been met from the revenues of the 
undertaking, and carried forward, from year to year, if necessary. 

In concluding on the question of dividends, the dis- 
tinction presented in the previous chapter between the prices 
and the tax elements may be recalled with purpose. Wherever 
very high payments to the government are made possible on 
account of the equity character of the investments, the govern- 
ment derives, in effect, tax revenues through the medium of 
profits. If the earlier plea to keep prices and tax element® 
separate is admissible, unlimited equity dividends are an 
untenable financial mechanism. It is preferable in general to 
stipulate the government's claims on its investment in a public 
enterprise at a given percentage, which operates with the force 
of a cost on 'he enterprise, and to devise an independent 
method of asking a clean transfer of whatever surpluses are 
rt ill available and desired to be made over to the government. 
Participating preference share capital is an interesting Idea 
in this connection! it calls for a fixed rate of return, while 
allowing the government to participate in the remaining surplus. 
The latter, to the extent received by the government, may be 
considered as equivalent to the tax elements in public enter- 
prise prices. 
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73. Source of Cap ital 

Broadly there are two possibilities. The government 
say supply all the capital required by a public enterprise, or 
the government say empower it to go to the market in search 
of funds, (delf-f innncinp is exclude.! from toe present dis- 
cussion which relates to funds drawn from outside the enter- 
prise.) 

Though it is theoretically possible for certain 

capital 

public enterorises in India to go to the/marke i f there has 
been a general preference for the practice of the government 
being the main supplier of funds. The reasons in support of 
this policy ere as follows, firstly, the government can thereby 
control the capital expenditure programmes of a public 
enterprise. ?ven otherwise the government can use its power 
of approval of capital budgets and of giving directives, to 
regulate the extant and tiding of public enterprise borrowings 
in the open market; yet it may prove to be a less cumbersome 
device for the government to be the main supplier of long 
term funds. Secondly, the government can confer on a public 
antarorise the advantage of cheapness of capital because of 
the governmental credit in support of the procurement. Thirdly, 
a public enterprise can be relieved of the test of the capital 
market and funds made available even in circumstances in which 
borrowings in the open market fail it. The last two reasons 
are not sound in strict analysis, though, in the case of 
enterprises whoa# indirect returns are estimated to be high, 
t hi method of governmental supply of funds may be availed of 
with • lei ibe rate purpose* 





As regards the procurement of capital from non- 
government sources* the public enterpriser, have two alterna- 
tivoK. They any borrow funds as bonded debt or they my 
acquire equity capital, Bince the loan funds are lively to 
carry u gov^rnaant-nl guarantee of both principal and interest, 
the only difference from the direct supply of funds by the 
govornmmt is that the enterprise enjoys some flexibility 
in the matter of timing the borrowings. Further* where* 
for no particular rertnon, an enterprise fails to derive funds 
directly from the government * it any go to the market for 
money, though once again it has to ask the government for the 
guar mice. r 'n the whole the m t hod is of avail for the 
profitable enterprise's. Open market borrowing was attempted 
by ths Andhra Pradesh State Electricity Board in I960; this 
was followed by an under-subscription which had to be made 
good by the government. 

’’’he procurement of equity capital from the public 
is another version of private participation in public enter- 
urise. The stinates Committee recommended in some of its 
reports the policy of offering at least 25 per cent of tbe 
share capital of a government undertaking to the public. 


— 1 62 ' 


The reasons usually adduced in support of such a policy are 
that (a) the government can spread its own resources over 
a wider net -work of activity than otherwise would be possible* 
(b) the representatives of the private shareholders on the 
board of directors bring with them welcome managerial initia- 
tive, The practical problems in the implementation of the 
oolicy are as follows. 

Firstly, unless the profits of a public enterprise 
are high, it is unlikely to attract the a tent ion of private 
investors. Secondly, there ought to be reasonable hop® of 
profits continuing to be high. This is, in a sense, pro- 
portionate the extent of managerial responsibility effectively 
conferred on the private quota of directors on the board. 

It is doubtful whether the latter can find in the public 
enterprises the sane environment for their initiative as they 
find in private enterprise. Further there is a strong feel- 
ing in some quarters that private businessmen are not the 
right kind to be invited to the public enterprise boards* 
some think tha t it is dangerous to have on the board % 
private businessman engaged in a similar trade, for ho is 
a potential competitor. Thirdly, even though the current 
profits are high, there ought to be * guarantee that the 
government will not use its powers of taxation, determination 
of price policies and directions on the ploughing back 
of profits, in such a way as to reduce the enjoyable dividends. 
Obviously no government can offer such a long term guarantee. 
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These complications prompt private investors to 
seek o t ne r channels of investment as far as those are available* 
However, the method of equity subscription by private investors 
is helnlul in two circumstances. Firstly, the government can 
use it as a lever for passing a governmental undertaking into 
private hands, when folt necessary, simply by effecting a sale 
of the required number of its shares to private interests* 
Secondly, where a scheme of nationalisation is desired to b® 
operated through the medium of a holding company and the private 
interests oar liar in the line arc not sought to be totally 
displaced, for example, in the extensions of road transport 
nationalisation far and wide in the country, a substantial 
degree of privntcequity capital may bo allowed to continue? but 
it may fee noted ns an axiomatic condition that the enterprise 
is likely to make good profits and that the initiative of the 
erstwhile owners is continuously kept up. This 'method is of 
particular use for the Warehousing Corporations as veil, as 
they seek to extend the network of warehouses in small places. 
Those any be organised as semi-independent subsidiaries function 
ing under its general policy, and private or co-operative 
capital may be let in. 

In the generality of industries in the public sector 
the device of equity participation by private investor® is 
bourse to 1» of limited practical value . The withdrawal of the 
Scindia Steam navigation Company Ltd. from the Western Shipping 
Cor ‘.-sorat ion Ltd. as well ms from the Hindustan Shipyard Ltd. 
i 0 m interesting point by way of illustration. The Bombay 
Stele load Transport Corporation originally intended to. offer-.' 
a small pert of ita onpfttiUte private interest*# including ' , 
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coastal shipping; but the lack of interest on their part 
compelled it to allot tbs shares to the state government 
itself. The full amount of private caoital originally 
planned was not available to Ash oka Hotels Ltd. so that the 
government had to change its position from a miniority 
shareholder to the majority shareholder. A few other cases 
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Spirits Company. A point not to be missed in this context is 
in 

that while,/ some cases such as the Tobacco Monopoly, the 
private shareholders are selected by "national organisations 
representative of capital and labour", those in the others, 
su h as the Vine and Spirits Company and the Swedish Restau- 
rant Company, "represent the various political parties" 


3. gn^CWPW®?!* 0* CAPITAL USE 


We shall turn next to effectiveness of capital 
utilisation by the public enterprises, to which a few references 
were made in the previous chapter. 



An investment decision is to be based on a coapre- 

1 


c 
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arisss fro© the fact that the aim is not the mere creation 
of a physical utility but the creation of a utility which 
has the -prospect of commensurate return. 


A common handicap of many enterprises in this 
respect is that, as their gestation periods are fairly long, 
the estimate of returns, which lie too far in the future. 
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approving project reports** 1 . j n the view of the Commit tee, 
insufficient thought was given to the question of cost of produc- 
tion in the new steel plants. 2 Similarly "no consideration was 
riven to the idea of correlating the number of beds with the 
investment" in Ashokm Hotels Ltd., with the result that the 
annual cost per bed stood at Ks. 64,000 as against the normal 
cost of lie. 35,000. 3 

An example of inadequate attention to the economics 
of specific investment . decisions is found in the field of rail- 
way catering. This was introduced on a "no-profit, no-loss" 
basis in 1955| though losses occurred and in increasing magni- 
tude year after ye^r, it was only in 1958 that an enquiry was 
set up by the Pnilway "Board and it was found out that account- 
ing difficulties stood in the way of gauging the results of 
departmental catering correctly. The point relevant to the 
context is that the replacement of one expenditure plan by 
another was not accompanied by a proven superiority of the 
economics of the preferred plan. 

(B) Investment choice 

In order that the schemes of capital expenditure are 
the most economical, & public enterprise ought to develop a 
proper technique of choice among alternative investment possibi- 
lities, given u broad outline of the nature and size of the 

1 Estimates Commit tee, 1959-59* ' ? .C.To.103, on Hindustan 

Steel Ltd., page 56. 

2 Ibid, page 58. : 

3 Sstimatee Commit tee, 1960-61, ".C.^o.213, on the Ashoka 

Hotels Ltd. page 4. 
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proluct. There can be diverse plant compositions and construc- 
tional sequences, among which the most economical from the 
standpoint of the enterprise ought to be selected, subject to 
any inevitable limitations on the availability of material, 
skill and foreign exchange. Three patterns of investment choice 
may be distinguished in illustration, (a) Plant composition 
or constructional sequence A may cost less than that of B in 
terms of a given output; hence A should be preferred to B. 

(b) A plant composition or constructional sequence of A, plus 
B, plus C may be cheaper in terms of a given output than that 
of A, plus B initially and the addition of C subsequently; 
hence the plan of A, plus B, plus C is to be preferred. A slight 
variation of the proposition is that, when C is taken up 
at a subsequent stage, the efficacy of the already installed 
capacity A, plus B may be reduced either during the setting-up 
of n or permanently later? so that the final structure of 
A, plus B, plus C any be more expensive still . (c) Plant compo- 
sition or constructional sequence of A, plus B, plus C for 
a certain output may be proportionately cheaper than that of 
A , plus B for a smaller output? hence, assuming that the 
output can be sold, we have to prefer the A, plus B, plus C 
pattern. A converse version of this is that plant composition 
A which Is adequate for the for^abL da wand is to be preferred 
to plant composition B which way be intrinsically cheaper per 

unit of output but is unlikely to be sufficiently utilised to 

. see . . ■ , . 1. ' 

lead to the economy within a fordable period# 

'i'' J """5iie PuSue ■ Account* Cowwittee, 1959-60, cites in its Rapor* 

F.A.C.Ho.48, on pp. 18-19, the "cospit te lack of foresight and 
planning* *»*«*» resulted in the construction of a, diesel 
iotantivi shed at Radbaapur during 1955, vblob bad no early ' 
prospect of full utilisation* 
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Coarparisons such as these as between different 
possibilities of investment programming are constantly under- 
taken by businessmen. To what extent the managers of the 
public enterprises and the government have been equally alert 
in this respect, it is difficult to establish. It is, there- 
fore, proposed to cite a few illustrations with the only 
intention of indicating the purposefulness of the above 
points. 


Thm programming of capital exoenditure on the Nagar- 
junnsagar Project is full of relevant examples! hence we 
shall draw on its somewhat extensively. The programmed 
capacity of the Left and the Right canals is kept lower than 
what the ultimate requirements of v/ater will imply? so much 
so that at a future data the remodelling of the canals by 
increasing the height of ♦he banks will prove to b® a more 
expensive proposition than an initial plan for higher- 
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t is estimated that a small addition 
nt will increase the dam capacity 
of live storage. Here is a 
clear case of a big addition to output at a disproportionately 
small addition to the inputs. Finally, though there is a 
definite cost as veil as technical advantage in constructing 
the second tunnel simultaneously with the first tunnel of the 
canal, a less economical investment decision has been 
ami® in favour of leaving the second tunnel out till after 
tno first is completed. Here is an example of how the subseqii 
constructional work affects the efficacy of the capacity 
already in existence, so much so that the final cost of the 


are 


sinult neously 


proceeded with 










The final project report for Rourkeia placed priority, 

as early as in 1955, on the laying of railway tracks about 

60 miles long, though only 18 miles were actually built by the 

end of 1958. m he want of adequate railway tracks and sidings 

proved ”a source of unnecessary and heavy expenditure" to the 
1 

steel plant, 

"he Indian Airlines Corporation’s investment choice 
of eight Herons at a cost of Rs.87.90 lakhs in 1955-56 appears 

p 

to be an uneconomical choice. The postponement of dry dock 
construction at Visakhpatnam is an example of uneconomical 
constructional sequence. The electric repair and instrument 
shop building at Sindri Fertilisers and Chemicals Ltd. involved 
"an extra expenditure of about Rs.31,000" because of constructing 

the building in two stages, in spit® of the originally correct 

. '% ' ■ ' 

decision in favour of the complete building. 

It i afoot suggested that no error of investment choice 
is gver permissible, nor that every error can be provided against. 
In fact a few errors may very well be the price for many right 
decisions. The above examples do not help us in quantifying the 
errors of investment choice in the public sector as a whole t 
nor do they indicate how frequent the errors of investment choice 
have been in the public sector so far | yet they are enough to 
prompt us to devise more economical techniques of investment choice 

1 Appropriation Accounts (1956-57) and the Audit Report, 1958 - . 

Part I, page 60. 

2 Though the Herons, which resulted in operational losses of 
Fs.22 lakhs, Rs,32 lakhs and Rs,20 lakhs during 1955-56, 

1956-57, and 1957-58, w«r<» subsequently withdrawn from 
service, only one was disposed of by 1958 and the sale was, 
of course , to the government. Appropriation Accounts 
(1957-58) and tho Audit Report, 1959, Part 1, p*55 

3 Appropriation account • (1956-57) and tho Audit Report , 1958* 

. page : |4* ; . . 


(C) jPh««lng...of capital expenditure 


'’'his is one version of investment choice, in the 
sense of choice in the timing of the expenditure. Broadly 
the two alternatives are a quick tempo and a long-phased 
pro rrnne. '"he theoretical merit:; of the quick-tempo programme 
are as follows. 

firstly, there are economies of capital expenditure 
:i jo to the full utilisation of the cons tructio.al overheads 
wh : ch» at their minimal necessary level, may be sufficient 
for a fairly largo programme of expenditure. For exannle, 
it was estimate;! that "without having to increase the 
establishment proportionately", 1 the tempo on the dam cons- 
truction at hagnrjunasagor could be increased by about 
hs .6 crores a year over the overall expenditure of Hs.29 
cror**s during the 1959-SO. slow tempo actually pursued 

implies eventually higher aggregate canital costs on the 
completion of the project. 

Secondly, the fruition of an investment is 

conditioned, in several cases, by the implementation of the 

necessary "complementary investment" decisions - a point 

referred to in the second chapter | and all deviations from 

the sisul tsneouanass of such expenditures li lit the result® 

of the major, or any single investment, decision. The 

postponement^ the dry dock uroject at the port of Yieakbpat- 

naa, which wass originally sanctioned in, 1955* is a case 

1 ’’stimates Committee, Andhra Pradesh legislature, 

1960-61, on Ifacarjunasegar p.36. 
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to note, »o that the possibilities of extravagant and 


uneconoalcal expenditures in tb^ name of quick tempo Bay be 

avoided, , V ■ . . r - : ; ' .'■■"'■I-/- 
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Another consequence of t©o slow completion of a project 
ir that cortnln excess^of current operating costs over incomes 
tend to bo capitalised, though strictly they ought to he 
considered as initial losses of operation and transferred to 
s suspense account to he treated as a deferred expenditure 
item. These are different from the costs of construction. The 
distinction is not maintained, for example, by the Hindustan 
.Steel Ltd. Consequently the capitalisation will he larger 
than is supported oy the worth of the assets and the higher 
charges of interest and depreciation will rank in future 
than are justified. ; , '■ 


A quick tempo of capital expenditure is not the same 
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There are at least two limitations to the adoption of a 
quick tempo. A major one lies in the non-availability of the 
required foreign exchange. Rven in this regard we have to weigh 
the diseconomy of locking up scarce capital in a slow-terapo project 
and the benefits of return currently foregone, on the one hand, as 
against the social costs of demanding foreign exchange for the 
project . It may be worthwhile, if only on economic grounds, not to 
dissipate funds over nsny slow-tempo projects, but conserve the 
foreign exchange for a smaller number of quickly finishing ones, 
Regional pressures vitiate this, of course. 
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Th®r« are at. least two limitations to the adoption 
of a quick tempo. A major one lies in the non-avai ability of 
the required foreign exchange, '^ven in this regard we have 
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icuring th® grants and for spending 
tble - should not suppress, but strength- 
tive co-ordination at the apex level, 
er observation, namely, that there is 



which cannot be economically expended. If reverse practices 
art possible in the public sector, it should be considered 
a healthy economic objective to minimise them. 



As we turn to the efficiency of estimating In the 
public sector, we may note, for the sake of analytical 












economics changes with every deviation of the actuals from 
the estimates, given the size of the product - and an important 
political requirement, in that the prerogative of parliamentary 
decision on the propriety of a project is weakened by unbudgeted 
deviations of actuals from the estimates. The responsibility 
for tbs deviations is deferred for consideration at a later 
stage. 
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appeared to be required, involving "special methods of eonstru 
tion in some cases' 1 ! these raised the costs by about Rs.4 erores 
above the estimates. 1 

(d) Delays on the part of the government and inadequi 
co-ordination among the departments whose sanction is required 
for an expenditure decision, have been responsible for raising 
the actual costs over the estimates in some cases. For example 
an additional expenditure of about Hs.62 lakhs was incurred 
by the Heyveli Lignite Corporation Ltd. on the purchase of 
additional conventional equipment for removing the "over-burden 
consequent on the government not having reached a decision on 
the German offer of specialised mining equipment "within a sti- 
pulated period." 

C®5 It is possible that in a few cases the estimates 
have been kept low either by the consultants supplying the 
project reports or by the public enterprises or by the govern- 
ment departments concerned, in order to improve the prospect of 
parliamentary approval of the investment decisions. For example 
the consultants in the case of Hindustan Steel Ltd. "admitted 
that they had under-estimated the cost deliberately in the 
Interests of the project because there was always a tendency foi 
the figures given by the consultants to be regarded as a sort 

1 Appropriation Accounts 1958-59, and the Audit Report, 1960 - 
Fart I » page 96. 

2 Estimates Committee 1960-61, H.C.?Jo.219, page 8 

3 Estimate* Committee 1958-59# K.C.No.103# page 53 














4. THE COVERKMENT ASP THE EIHARC IAh ORGANISATIOH 

The responsibility for financial planning in the case 
of a public enterprise is diffused between the government and 
the managers of the enterprise. The diffusion is particularly 

v 

applicable to caoitnl budgeting. Under the present conditions 
of India the government is perhaps the more dominant party in 
this field, as may be inferred from the observations of the 
Estimates Committee and the Public Accounts Committee in several 
of their enquiries, from the Hau Committee’s Keport on the 
Bamodar Valley Corporation, and from Mr . A .13 .G ©rivals* s Report on 
public enterprises. (In fact on# of the reasons why Mr.Gor^wala 
suggested the departmental form for an investment project till 
it reaches the stage of operation is that its construction and 

expenditure matters have to be processed substantially by several 

. l. 

departments of the government . ) 

The exact role of the government in the financial 
organisation of an autonomous public enterprise has to be 
understood in clear terms, so that neither the permissive, 
regulatory, supervisory and preventive powers of the government 
go by default nor do the managers of an enterprise lose the 
neoeitHtry degree of financial autonomy. 

. ' (a) It ought to be a purpose of governmental inter- 

vention to ensure that an investment choice, including the 
magnitude of outlay, on the part of an enterprise has adequate 
justification on three ground# i (1) current financial performance 
of the enterprise, as well as the economics of the propetntd 
project, (11) Inter-enterprise investment propriety and ■ ' 
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(ill) indirect or social returns expected of the investment 
project. It Is difficult to generalise on how efficiently 
this purpose Is achieved by the government today, except 
on the basis of the evidence cm profits and capital programm- 
ing which, as per our earlier discussion, in not quit® 
satisfying. It nay be hopad that the Public Enterprise 
Cocrtmi salon, suggested earlier, will be an effective agency 
for the fulfilment of this objective, by providing the 
government with the requisite analyses conducive to right 
decision. 

(b) Though the quantum of aggregate capital invest- 
ment in the economy in any year is set under the advice of 
the Planning Commissi on, the most economical phasing of 
expenditure programmes in the case of each public enterprise 
requires to be clone mainly at the instance of the enterprise 
itself, in consult^ tion with the government . In this 
connection reference may be made to the impropriety of 
locking up funds in an enterprise which is immediately not 
in need of the moneys. If simultaneously other enterprises 
are unable to get the funds they need, there ensues a clear 
mal-allooat ion of resources. The practice of an enterprise 
procuring funds far ahead of the need oan be removed if the 
government establishes a revolving fund for the public 
sector industries, from which moneys may be borrowed by • 
"needy enterprise Just at the time of, and no earlier than, 
the need, this is to be understood merely mm m operations! 
ar racy ament t the basic eligibility of an enterprise to the 

land* 1» to be dot trained by the norma! aabataative considers- 
t imam * 

W* ♦UP'fiPP V 
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""his offers the economy that goes with any reserve meant 
for t > ready satisfaction of several, demands whose occ usance 
cannot be exactly predicted. 

Alternatively the public enterprises any be permitted to 

the privilege of cash credits from banks. Present practise 

'varies in this respect? for example the Hindustan Shipyard Ltd. 

has cash credit arrangements upto Tf «.4 or ores, while mny 

others do not. The purpose of cash credits has sometimes 

been a matter of controversy. Strictly it ought to be meant 

11 &» 
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enterprise and of the public sector as a whole with built-in 
assurances of estimating efficiency® It is Interesting to 
note that in Britain it is considered to be "the ftovernnent’s 
task to satisfy themselves that the procedure within each 
organisation for scrutinising and approving capital expenditure 



gets of a public enterprise with the country’s foreign exchange 
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Visakhpatnaa. (In the latter case the foreign exchange 
difficulty involved was barely to the tun® of Rs„2.15crores,) 
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undertakings. The recent Report on the Cost Structure of the 
Indian Airlines Corporation (195§) is one of the *t*w m few 

COAC'IWSiQ v\S 

non- parliamentary documents providing ©crllectlm, on the 
expenditure efficiency prevailing in the public sector in 
India. The Committee observed that ,f the budgets prepared 


by the Corporation are deficient, firstly, because they lack 
£.o*t*& a nefc 

'’grass fs«trs” (i.e. they have f been sufficiently built up 
fro© detailed estimates of expenditure ©ad® by the officials 
ultimately responsible for that expenditure) and, secondly, 


t 
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set tlement of capital expenditure programmes of a public 
enter ;rise as the British Acts do. Per example the Electricity 
*ct» 1947, requires that 11 in carrying out such measures of 
re-organisation or such works of development as involve subs- 
tantial outlay on capital account ... the central authority 
shall act in accordance with the general programme settled 
from time to time in consultation with the Minister"; 

Lk «*•» .,*k JM* ,1 ml J hi *»'„ mat ,*Ml m * mM. ,j dk. ml -M m, &» JU iM <fc*k ,.«S 

> X ! 


Section 4 
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An interesting example of organisational 
decentralisation, including a fair degree oC financial 
autonomy to the sul>~unite, is available in the government * e 
recent proposals of reorg^nica tion of the national transport 
undertakings in the CJ.K. Apart from the British Transport 
Co .mi scion Being replaced ly dlffe rent Boards in respect 


of railways, jv>rtu» wcter./ayt-., h nW m transport, end road* eye# 
each Regional Railway Board will itself he "fully responsi- 
ble for the MHnagoo! .-nt aii j;ai t:i. m of their regional 
railway s/atomo. Kaon will uo autonomous in all matters which, 
concern U*i region alone. * . Jueh Regional Railway Board 
will maintain n regional trading account ay h acne of 

assisting it to secure the highest level of efficiency and 

1 

economy of operation". 


In conclusion, we may refer to the British practice 
in respect of capital programming. To take the example of 
British electricity, the Generating Board determines "three 


1 fteorranisatlon of IP* i oniu! leed Transport Bndertaklnfta. 


H*rt.S.Q. , end. l?dB, pr. 5-6. 























a two~#ear period* (d) The eligibility to axnansion on tbs 
part of an enterprise is made dependent on its financial 
performance, by and large,, 















for, we cannot judge whether the financial performance of 
an enterprise a® revealed by its accounts for a period give* 
a faithful representation of its relative oosltion in the 
national economy. To the extent of an under-provision, its 
financial merits vis-a-vis the other enterprises are poorer 
than are indicated by the accounts* and to the extent of an 
wwtxvut over-orovision, it has resorted to unnoticed savings 
and re-investments. 


the Hindustan Shipyard Ltd,, from time to time reveal that 
ar and adequate methods of providing for depreciation are 
king. ’ The Comptroller and Aud it or-c. eneral * s report on 
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It may be noted that this does not negative the justifiable 
privilege of certain undertakings not to have to aim at earning 
the notional rates in full? however, we shall know the exact 
extent of subsidy involved. 
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way it may have been interpreted for an enterprise at a given 
time* To .judge the financial efficiency of an enterprise 
on its composite results is an inferior method of assessing 
its merits to a judgment in terms of its commercial operations* 
The greater the diversities among the enterprises, in respect 
of the admixture of commercial and non-commercial functions, 
the greater the need for promoting the financial particular!- 
nation of commercial* distinctly from non-commercial, operations* 
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To conclude i The financial organisation of every 
public enterprise ought to be conducive to its highest economic 
efficiency; and that of public enterprise ns a -whole ought to 
be conducive to the most desirable relativities of economic 
efficiency as between the enterprise. There are two important 
aspects of the problem. Firstly, the inevitable diffusion of 
responsibility between the government and a public enterprise 
for the performance of the latter ought not to lead to 
inefficiencies in its financial organisation. Secondly, in 
the place of several automatic checks and balances in the private 
sector we have to set up rules and conventions that are not 
only appropriate in theory as well as in practice but amenable 
to flexibility as promptly as circumstances warrant • 

The real cost of the factors employed in a public 
enterprise ought to be known accurately; and the treatment of 
major financial items by different public enterprises ought to 
be such as enables us to compare their financial merits. 

The motto should be that every rupee invested is most 
economically intended , expended and rewarded . 






